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' : - Eevin B. McGinn ‘

From ' EVvi j Kevin B. McGinn

Date: Deqember 20, 2005 Chairman ‘

Subject: AIGGIG Global Securities Lending (GSL) Cash Cstidi-RiskiSommitte@olicy

After due consideration and extensive discussion with AIGGIG management, we seek your
approval of the attached revised AIGGIG GSL Cash Collateral Investment Policy. This policy
pertains 10 the investment of cash received as part of the GSL lending program. Please note that
all exposures under the policy are counted against the general account CRC-approved or duly
dclegated credit limits.

Significant changes to the existing policy include:
1. Authority to invest in derivative structures up to 10% of the ponfoho subject to the rating
in the policy.
2. Authority to invest cash received in Euro and sterlmg in investments of the same
currency or US dollars.

The introduction of an aggregate portfolio limitation of 10% in any issver (subject to

CRC general account himits).

4. Clarifies that any AIG subsidiary or affiliate securities Jending clients may not be
counterparties for cash investments.

5. Permits up to 75% of the portfolio to be invested in asset-backed securities (ABS), up
from 60%.

6. Permits a new limit of up to 10% of the porifolio io be invesied in money market
instruments of ORR 4- rated issuers if they have at icast one A-1/P-1 rating.

7. Permits anew limit of up to 10% of the portfolio to be invested in corporate issuers rated
ORR 3 or better and A3/A- or better.

8. Permits a new limit of up to 5% of the portfolio to be invested in ABS rated ORR 2 and
Aa3/AA- or better provided average life does not exceed five years and expected final
does not exceed six years.

9. Permits unrated (by the agencies) investments, provided they are rated ORR 3 or better,
no single investment eXceeds 2% of the portfolio, the total of such investments does not
exceed 10% of the portfolio and their maturity does not exceed 397 days. -

t0. Provides that the AIGGIG Chief Credit Officer must approve any investment with a
remammg maturity over 60 days that is not longer permissible because of a rating
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Therefore, we support the revisions and recommend your approval.
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adequate liquidity. Secondarily, it is to provide incremental income to the portfolio of all AIG
Global Securities Lending (GSL) clients through prudent and risk-controlled investment

practices.

I INVESTMENT LIMITATIONS & RESTRICTIONS

A. Derivatives .
. All derivative structures, defined as any financiai instrument traded on or off an exchange,

"derived from"} the value of one or more

=
et

(i.e., ved from ye of on
{ instruments, commodities, other derivative
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2. All derivative structures be via funded investment structures, which may be in the form
of a credit-linked note, a trust certificate relating to a specific tranche or series or similar type
structure

3. No.more than 10% of the market value of the Portfolic may be invested in derivative
structures.

B. Foreign Exchange

1. USD cash is acceptable collateral for all loans;

2. Euro and Sterling cash collateral are acceptable in those cases where the lent secunty is either
denominated in the same currency as the cash collateral that is tzken, or in USD.

- In alt cases, minimum initial collateral levels will be 102% when the lent security is

" denominated in the same currency as the cash collateral and 105% when they are different.

hed

C. Interest Rate Exposure )

1. Gap risk is defined as the aggregate difference between the interest rate geset date of the
investment securilies {maturity date for a fixed rate security) and the interest rate reset date of
the loans for the Portfolio. The gap for the investment/loan Portfolio may not exceed 45 days.
A report detailing the gap for each sub-Portfolio will be provided to AIG Market Risk
Management monthly. .

2. Basis risk is defined as the risk associated with an investment having a different reset index
than that of a Joan. In order to minimize basis risk to the Portfolio, only indices based on
Federal Funds or LIBOR are permitted. :

3.". Any security with a remaining maturity in excess of 130 days must be floating rate.

D. Commingling of Collateral .

Cash collateral investments will not be held in a8 commmgled account with any other chent’s cash
collateral investments, unless ail such clients have consented to such commingling in writing in
advance. ADD?'DVGd by A'G
I Credit Risk Committee
E. Borrowing '

The Portfolio may not borrow money.

[ .
—t /
F. Rehypathecation . TP Ao LY e 200
Securities purchased with cash held by the Portfolio may not be lent, mgrigaged, pledged,
hypothecated, rehypothecated or in any manner transferred as secu#?@?ﬁ!mm.
‘ Chairman
Credit Risk Committee :
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G. Aggrega:e Invesiment
a

Except for U.S. Treasury or Agency securities and reverse repurchase agreements, the Portfolio
may not purchase securitics of any Approved Issuer if, as a result of such purchase, more than
10% of the total assets of the Portfolio would be invested in the securities of such [ssuer

H. Affiliate Investments
1. GSL has made, and anticipates continuing o make, loans lo majority-owned affiliates of
American International Group, Inc. (AIG). Any such loans have been, and will continue to
" be made, in compliance with GSL's cash collateral investment policies applicable at the time
the loan was or will be made. Historically, such loans were made to and guaranteed by
entmes not rated by any Natlonally Recogmzed Statistical Rating Qrganizations (NRSROs).
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1. Interpretation of Policy
All limitations and restrictions in this Investment Policy shall apply at the time of seltlement
only.

2. Failure to comply with any specific guideline or restriction contained herein because of
events outside of the Advisor’s control will not be deemed a breach of this Policy.

IIl. INVESTMENT POLICIES

A. Permissible Investments
The Portfolio may invest in the following types of instruments:
1. Money Market Instruments
a. Obligations of financial institutions, such as certificates of dc,posﬂ
bankers' acceptances and time depasits,
Money market funds;
Asset-backed commercial paper;
Corporate obligations, including commercial paper, notes and bonds;
Securities issued or guaranteed by governments, agencics and
instrumentalities thercof.
2. Reverse Repurchase Agreements
a. Maximum maturity of 90 days.
b.  Oniy with counterparties approved by AIG’s Credit Risk Management
- Department
Collateralized at a minimum level of 102%.
d. Acceptable collateral is-any sccurity which conforms to aii criteria as set
© out in this Policy without limit on maturity.
3. Government uouganons defined as U S. lreasury and Agency debt as weli as supra-national
and sovereign debt which conforms to all criteria set out in this Policy.
a. The remaining maturity of all Government Obligations may not exceed 5
years, except that;
b. Upto 10% of the market value of the Portfolio may be invested in

Government Obligations with remaining final maturities not to exceed 10
years.
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c.  Any security with a remaining maturity in excess of 180 days must be
floating rate.
4. Corporate Obligatiors, defined as all unsceured debt; whether public or 144A, issued on
behalf of a corporation or financial institution.
a. The remaining matusity of all Corporate Obligations may riot exceed 5
years, except that
b. Upto 10% of the Portfoliv mnay be invested in Corporate Obligations
with remaining final maturities not to exceed 10 years.
c. Any security with a remaining maturity in excess of 180 days must be
floating rate.
5. Asset Backed Securities (ABS), defined as all debt, whether public or 144A, issued on behalf
of an Agency or Corporation which 1s secured by assets.
a. The expected average life of an ABS may not exceed 3 years and iis
‘ expected final maturity may not exceed 6 years, except that;
b. Upto 10% of the Partfolio may be invested in ABS navmg an expec
average life not to exceed 10 years and an expected final maiurity n
exceed 12 years, according to the discretion of the Adviser.
c.  Any security with a remaining maturity in excess of 180 days must be
floating rate.
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B. Credit Quality and Concentration.
Money Market Insiruments
a. Upto 100% of the Portfolio's short-term investments may be in securities of
Issuers rated AIG’s Obligor Risk Rating (ORR) 3 or better and rated at least A-
1/P-1 or equivalent by twao NRSROS
b. Upto i0% of the Porifolic ma) GE i
or better and raied at leasi A-1/P-1 o
feast A-2/P-2 or equivalent by anoth
Z. Reverse Repurcr'!u.sé Agreefﬁe'm‘s
Up 1o 106% of the Portfolic may be invesie
3. Government Obligations
a. Must be at Jeast ORR 2 and must be rated at least AA-/Aa3 or equivalent
by two NRSRO’s.
b. The Portfolio may be comprised of up to 100% Government Obl:gatmns excepl
that
+¢.  The Portfolio may not invest more.than SO% of its total assets in securities issued
or guaranteed by governments, agencies and instrumentalities other than U.S,
Govemnment securities.
4. Corporate Obligations
2. Mustbe at least ORR 2 and must be rated at least AA-/Aa3 or equivalent
by one NRSRO, except that:
b.  Up to 10% of the market value of the Portfolio may be invested in
Corporate Obligations rated ORR 3 or better and rated A-~/A3 or
equivalent by one NRSRO.
¢. The remaining maturity of any ORR 3 Corporate Qbligations may nct
exceed 3 years.
d. The Partfolio may be comprised of no more than 30% Corporate
Obligations,
5. Asset Bucked Securities (ABS)
a. Must be ORR 1 and must be rated AAA/ Aaa or equivalent by two
NRSROs, except that
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. Up to 5% of the market value of the Portfolio may be invested in ABS
rated ORR 2 or better and rated AA-/Aa3 or equivalent by two NRSROs,
¢. The expected average life of any ORR 2 ABS may not exceed 5 vears '
-and its expected final maturity may not exceed 6 years.
d. The Portfolio may be comprised of ne mere than 75% ABS.

C. Downgrades and Unrated Investinents

1. In the event a Permissible Investment becomes no longer permissible, whether because of a
rating downgrade or other action the following action plan will take effect:,

a. If the remaining maturity of the investment is 60 days or less, the
investment can then be held until matunity or scld, at the discretion of the
Adviser, bul will not be eligible for new investment;

b. 1f the remaining maturity of the investment is greater than 60 days, the
investment must be submited 10 AIGGIG’s Chief Credit Officer for
approval.

2. Investments which are not rated by a NRSRO may be purchased by the Adviser if the
Adviser determines they are of comparable credit quality to the guidelines contained herein,
provided that

a. Investments must be rated ORR 3 or better. Where an ORR has riot been
assigned by CRC, the AIGGIG ARR may be used and will serve as a
provisicnal ORR until CRC confirms the ORR.

b. No single such invesiment may exceed 2% of the market value of the
Portfolio. ‘

c. The aggregate total of such investments may not exceed 10% of the
market value of the Portfolio.

d. The remaining maturity of all such investments must be no greater than
397 days, provided that such investments aré subject to renewal or
extension n the Adviser’s sole discretion for a term not to exceed 397
days, provided that the Issuer is not in default at the time of such renewal
or exlension. : ' ’

‘. Any unrated securily with a remaining maturity in excess of 180 days
must be floating rate.
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