























































































































Office of Thrift Supervision Examination Date: 06/11/2007
Holding Company Examination H- Number: H2984

Reconcilement of Consolidated Net Worth

Net Worth Reconciliation Quarter Fiscal Year Fiscal Year
Fully Consolidated Ended Ended Ended
(in millions) 03/31/2007 12/31/2006 12/31/2005
Common stock:
Balance at beginning of period $6,878 $6,878 $6,878
Issued under stock plans - - -
Balance at end of period $6,878 $6,878 $6,878

Additional paid in capital:

Balance at beginning of period $2,590 $2,339 $2,094
Excess of cost over proceeds of stock issued under stock plans (16) (128) (91)
Other 100 379 336
Balance at end of period $2.674 $2,590 $2,339
Payments advanced to purchase shares $(2,851) - -

Retained Earnings

Balance at beginning of period $84,996 $72,330 $63,468
Cumulative effect of accounting changes, net of tax (203) 308 -
Adjusted balance at beginning of period 84,793 72,638 63,468
Net income 4,130 14,048 10,477
Cash dividends to common shareholders (430) (1,690) (1,615)
Balance at end of period $88,493 $84,996 $72,330

Accumulated other comprehensive income (loss):

Balance at beginning of period $10,083 $8,348 $10,326
Unrealized appreciation (depreciation) of investments, net of 879 1,735 (1,978)
taxes

Balance at end of period 10,962 10,083 8,348
Foreign currency translation adjustments, net of taxes (442) (305) (1,241)
Net derivative gains (losses) from cash flow hedging, net of (27) (27) (25)
taxes

Retirement plan liabilities, net of taxes (639) (641) (115)
Balance at end of period $9,854 $9,110 $6,967

Treasury stock, at cost:

Balance at beginning of period $(1,897) $(2,197) $(2,211)
Cost of shares acquired during the period (167) (20) (176)
Issued under stock option plans 70 291 173
Other 1 29 17
Balance at end of period ($1,993) $(1,897) $(2,197)
Total shareholders’ equity at end of year $103,055 $101,677 $86,317
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Period Fiscal Year | Fiscal Year
Cash Analysis Ended Ended Ended
03/31/2007 12/31/2006 12/31/2005

Cash Flows from Operating Activities:

Net income $4,130 $14,048 $10,477

_Nc:_ncash revenues, expenses, gains, and losses included

in income:
Net gains on AFS securities (250) (763) (1,218)
Foreign exchange translation (gains) 305 1,795 (3,330)
Net unrealized (gains) on non-FP derivatives 61 (713) 878
Equity in income of partially owned companies (1,329) (3,990) (1,421)
Amortization of DAC 2,921 11,578 10,693
Amortization of premium/discount of securities 38 699 207
Depreciation 646 2,374 2,200
Provision for finance receivable losses 87 495 435
Impairment Losses 467 944 598

Changes in operating assets and liabilities:
General and life insurance reserves 4,190 13,173 27,299
Premiums and insurance balances receivable and payable (1,192) (1,214) 192
Reinsurance assets 223 1,665 (5,365)
Capitalization of DAC (3,750) (15,363) (14,454)
Investment income due and accrued (109) (235) (171)
Funds held under reinsurance treaties (158) (1,612) 770
Other policyholders' funds 223 (953) 518
Income taxes payable 1,076 2,003 1,543
Commissions, expenses, and taxes payable 661 408 140
Other assets and liabilities — net 774 331 2,966
Bonds, common and preferred stocks trading - FV (1,260) (7,851) (5,448)
Trading assets and liabilities — net 1,805 (668) 2,272
Trading securities (337) 1,339 (3,753)
Spot commodities 147 (128) 442
Net unrealized (gain) on swaps, options, forwards 962 (1,482) 934
Securities purchased under agreement to resell 78 (19,154) 11,725
Securities sold under agreements to repurchase (2,100) 11,645 (12,534)
Securities sold but not yet purchased — MV (20) (1,899) 571
Finance receivables held for sale - originations/purchases (2,433) (10,786) (13,070)
Sales of finance receivables — HFS 2,573 10,602 12,821
Other, net 204 541 (1,535)
Total adjustments 4,503 (7.219) 14,905

Net cash provided by operating activities $8,633 $6.829 $25,382
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Period Fiscal Year | Fiscal Year
Cash Analysis Ended Ended Ended
03/31/2007 12/31/2006 12/31/2005
Cash Flows from Investing Activities:
Sales and maturities of fixed maturity securities AFS $30,145 $112,899 $140,076
Sales of equity securities AFS 2,112 12,475 11,661
Proceeds from fixed maturity securities HTM 18 205 46
Sales of flight equipment 27 697 573
Sales or distributions of other invested assets 2,698 14,087 14,899
Payments received on mortgage, policy, collateral, and
guaranteed loans 658 5,165 3,679
Principal payments received on finance receivables HF| 3,349 12,586 12,461
Purchases of fixed maturity securities AFS (34,273) (146,465) (175,657)
Purchases of equity securities AFS (2,436) (14,482) (13,273)
Purchases of fixed maturity security HTM (9) (197) (3,333)
Purchases of flight equipment (1,917) (6,009) (6,193)
Purchases of other invested assets (4,586) (16,040) (15,059)
Acquisitions of new businesses, net of cash acquired (584)
Mortgage, policy, collateral, and guaranteed loans issued (2,326) (7,438) (5,310)
Finance receivables held for investment - originations and
purchases (3,409) (13,830) (17,276)
Change in securities lending collateral (5,521) (9,835) (10,301)
Net additions to real estate, fixed assets, and other assets (259) (1,097) (941)
Net change in short-term investments (588) (9,716) 760
Net change in non-AIGFP derivative assets and liabilities 38 (45) 688
Net cash used in investing activities $(16,863) $(67,040) $(62,500)
Cash Flows from Financing Activities:
Policyholders' contract deposits $14,080 $54,195 $50,229
Policyholders’ contract withdrawals (14,682) (41,866) (35,797)
Change in other deposits (1,340) 1,269 (957)
Change in commercial paper 279 2,952 (476)
Notes, bonds, loans and mortgages payable issued 19,186 58,763 53,624
Repayments on notes, bonds, loans and mortgages payable (14,549) (24,047) (40,767)
Issuance of guaranteed investment agreements 3,740 12,265 13,437
Maturities of guaranteed investment agreements 979 (12,433) (10,861)
Change in securities lending payable (1,775) 9,789 10,437
Redemption of subsidiary company preferred stock 5,716 - (100)
Issuance of treasury stock 52 163 82
Payments advanced to purchase shares (3,000) - -
Acquisition of Treasury Stock (16) (20) (176)
Cash dividends paid to shareholders (430) (1,638) (1,421)
Other, net 112 398 (85)
Net cash provided by financing activities $8,352 $59,790 $37.169
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Period Fiscal Year | Fiscal Year
Cash Analysis Ended Ended Ended

03/31/2007 12/31/2006 12/31/2005

SUMMARY:

Net cash provided by operating activities $8,633 $6,829 $25,382

Net cash used in investing activities (16,863) (67,040) (62,500)

Net cash provided by financing activities 8,352 59,790 37,169

Effect on exchange rate changes on cash (10) 114 (163)

Change in cash 112 (307) (112)

Cash at beginning of year 1,590 1,897 2009

Cash at end of Period $1,702 $1,590 $1,897
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Risk Concentrations

AIG has a system for identifying, aggregating, and reporting risk concentrations. The following table
lists AIG’s top ten risk concentrations as of March 31, 2007. The company is refining its risk
aggregation program and, through this refinement, may identify new risk concentrations or better
define existing risk concentrations. Of these reported exposures, all are either cross-border or
industry sector thus composed of various sub obligations. AIG’s largest single obligor exposure as of
the reporting date was to Citigroup at $7.5 billion.

AIG does not capture and aggregate operational risk and full-spectrum catastrophic risk; however,
OTS expects to receive these results with 2008 reporting:

c%gf;'}ggg.;’" (sAll;I‘l‘l,ig:ts) Concentration Type

Global Financial Institutions $73.1 Industry

United Kingdom $57.1 Cross-border Country
US Residential Mortgage $55.8 US Real Estate

US Commercial Mortgage $43.0 US Real Estate

Hong Kong $24.7 Cross-border Country
Telecommunications $19.6 Industry

Canada $17.1 Cross-border Country
France $16.9 Cross-border Country
Germany $16.7 Cross-border Country
Japan $16.1 Cross-border Country
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Significant Intra-Group Transactions

The following table lists AIG’s significant intra-group transactions (IGT) as of March 31, 2007. AIG
subsidiaries report IGT on a quarterly basis to OTS via AIG’s Comptrollers Group to capture

significant transactions among AIG legal entities.

AIG requires the subsidiaries to report any

transactions over the threshold amount of $1.4 billion, which represents 5.0 percent of the

Supplementary Capital Adequacy Requirement (SCAR).

While the report is manual and labor

intensive to develop, management considers it comprehensive. OTS suggests that IAD add the IGT
process to the 2008 AIG internal audit program.

Transaction
Description

Affiliate Paying Funds, Ceding Risk or
Receiving Guarantees of Performance

Affiliate Receiving Funds, Assuming
Risk, or Providing Guarantees of
Performance

$6.1 billion in Loans

$1.8 billion in Loans

$4.8 billion in Loans

$9.1 billion in Loans

$40.3 billion in Term Notes
$8.5 billion in Hybrid Term
Notes

$19.8 billion in Guaranteed
Investment Agreements

$1.8 billion Lease Transaction

$2.1 billion* in Ceded Insurance
$3.3 billion in Assumed
Insurance

$591 million* in Ceded
Insurance

$296 million* in Ceded
Insurance

$296 million*in Ceded
Insurance

$296 million* in Ceded
Insurance

$3.3 billion in Assumed
Reinsurance

$2.4 billion in Assumed
Reinsurance

$3.5 billion in Ceded Insurance

American General Life Insurance Co
American General Finance Inc
American General Finance Inc
American General Finance Inc

AlG, Inc.

AlG, Inc.

AlG, Inc.

International Lease Finance Co
National Union Fire Insurance Co

lllinois National Insurance Co

National Union Fire Insurance Co
National Union Fire Insurance Co
National Union Fire Insurance Co
National Union Fire Insurance Co
National Union Fire Insurance Co

AlA Insurance Co

American General Insurance Co

AlG Financial Products Corp
American General Finance Service
American General Finance Service
MorEquity, Inc.

AIG Financial Products Corp

AlG Financial Products Corp

AIG Financial Products Corp

Whitney Leasing, Limited
American Home Insurance Co

National Union Fire Insurance Co
Commerce and Industry Insurance Co
New Hampshire Insurance Co
Insurance State of PA

Birmingham Insurance Company
American International Reinsurance Co

American Intemational Reinsurance Co

AlG Bermuda Insurance Co
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Significant Intra-Group Transactions (continued

Transaction
Description

Affiliate Paying Funds, Ceding Risk or
Receiving Guarantees of Performance

Affiliate Receiving Funds, Assuming
Risk, or Providing Guarantees of
Performance

$2.0 billion Investment in
Affiliate

$2.5 billion Investment in
Affiliate

$2.2 billion Investment in
Affiliate

$4.0 billion Investment in
Affiliate

$3.2 billion Investment in
Affiliate

$17.9 billion Investment in
Affiliate

$4.0 billion Investment in
Affiliate

$9.5 billion Investment in
Affiliate

$17.3 billion Investment in
Affiliates

$26.7 billion Investment in
Affiliate

$1.8 billion Tax Payment

National Union Fire Insurance Co

National Union Fire Insurance Co

National Union Fire Insurance Co

American Life Insurance Co

American General Finance Inc

AlG Inc.

AlG Inc.

AlG Inc.

AlG Inc.

AlG Inc.

AlG Inc.

AlG Cap Co

Lexington Insurance Co
International Lease Finance Co
AIG, Inc.

American General Finance Corp

American International Reinsurance Co

American International Underwriters
Overseas

American Life Insurance Co

AlG Property Casualty Insurance Group

American General Corporation

Financial Services Division

* These transactions reflect net amounts between companies. Individual gross balances, representing
ceded or assumed risk, exceed $1.4 billion. These transactions reflect risk transfer between AIG
companies as part of general insurance pooling arrangements.
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Miscellaneous

Targeted Reviews

OTS completed the following targeted reviews during the review period. OTS presented the review
findings and discussed recommendations at quarterly senior management meetings and target review
exit meetings. Management has been responsive in initiating corrective actions.

Subject: Consumer Finance Group
Start Date: 02/05/2007
Exit Meeting Date: 03/21/2007 and 04/16/2007

Recommendations:

¢ OTS noted similar operating weaknesses and inefficiencies that AIG and CFG management identified as part
of the CFG reorganization. OTS concurs with the need to continue the initiatives AIG and CFG management is
undertaking to improve credit and risk management processes, including integrating macroeconomic metrics
into the local level credit process and programs; developing compliance plans at the local level consistent with
global corporate compliance plans and standards; refining compliance issues tracking and resolution between
business lines and corporate groups; building the operational risk group risk assessment and monitoring;
transitioning the IAD from process based to risk based; completing the 2007 audit plan under new standards,
methodology, and allocation of resources; and, participating in conglomerate-wide projects to modemize

financial reporting and CFG projects to upgrade underwriting platforms and budgeting systems.
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Miscellaneous (continued,

Subject: International Lease Finance Corporation (ILFC)
Start Date: 02/20/2007
Exit Meeting Dates: 03/21/2007 & 04/16/07

Recommendations:

e Broaden the information ILFC gathers and reports in the Airline Rating List, or create a similar report, to
categorize and stratify the risk profile of the lessee portfolio. ILFC should also consider reporting information
on the number, type, average age, geographical location, and net book value of aircraft; lease maturities and
lease payment status; and any other information that characterizes the portfolio.

¢ Implement a process for conducting a quarterly lessee portfolio delinquency summary analysis for quantitative
trending and analyses of portfolio quality. The process should also report information on leading and lagging
indicators relating to repossession, redeployment, delinquency, and lease defaults activities.

e Implement a process for conducting a quarterly summary analysis of aircraft lease rate factors by aircraft type,
aggregate aircraft portfolio, and any other segmentation for trending and analyses of portfolio quality. The
process should report information on lease terminations; number and net book value of leases; weighted
average lease rate factors; recent (i.e. marginal) lease rate factors; and any other information that
characterizes the portfolio.

¢ Provide AIG (either through the ILFC Board or appropriate AlG corporate control group) summary reports of
analyses of lessee portfolio risk, lessee portfolio delinquency, and aircraft portfolio lease rate factors (for
comparison with the cost of funds).

e Continue to upgrade ILFC technology and systems in consultation and coordination with the AlG Controller's
Group (Project FIRE) and PwC.

Subject: AlG Financial Products Corp. (AlG-FP)
Start Date: 04/23/2007
Exit Meeting Dates: 07/30/2007

Recommendations:

o Fast track the May 22, 2007 Proposal on Potential Future Exposure and, as addressed within the Proposal,
incorporate credit risk into stress testing. If AIG-FP and AIG management does not place higher priority on the
proposal than other ongoing projects, provide a written statement outlining the rationale.

e Design and implement an exception based reporting system for credit exceptions (similar to the exception
based reporting system for market risk sensitivities).

Subject: AIG Global Reinsurance Division (GRD) — Catastrophic Risk Management
Start Date: 04/25/2007
Exit Meeting Date: 07/30/2007

Recommendations:

o Periodically review (by the Board or a designated Board committee) AlG's risk appetite (acceptable levels of
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Miscellaneous (continued

exposure to catastrophic events).

Continue to develop and refine procedures to improve the formal risk communication process, with specific
emphasis on regular Board or Board committee reporting of AlG's integrated risk profile.

Coordinate catastrophic insurance risk management procedures with emerging efforts to address simultaneous

catastrophic credit, market, and operational risk events.

Subject: American General Finance, Inc. (AGF)
Start Date: 06/29/2007
Exit Meeting Date: 07/30/2007

Recommendations:

Implement enhanced fraud prevention procedures based on industry best practices and consider the filing of
Suspicious Activity Reports (SAR) for the Wilmington Finance and MorEquity origination channels.

Revise internal audit policy and procedures to ensure that all auditable entities receive at least a limited review
within a specific period.

Perform an independent audit review of the branch network and MorEquity, Inc. during 2007 to review anti-
predatory lending practices.
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Holding Company Definitions

Holding Company Rating Definitions

The composite rating is the overall assessment of the holding company enterprise as reflected by its organizational
structure, risk management, capital, and earnings. The composite rating encompasses both a forward-looking and current
assessment of the consolidated enterprise, as well as an assessment of the relationship between the companies in the
enterprise. The composite rating is not a simple numeric average of the CORE components; rather, the composite rating
reflects OTS's judgment of the relative importance of each component to the operation of the holding company enterprise.
Some components may receive more weight than others depending on the SLHC’s activities and risk profile. Assignment
of a composite rating may incorporate any factor that significantly affects the overall condition of the holding company
enterprise, although generally the composite rating is closely related to the component ratings assigned.

Composite 1. A holding company enterprise in this group is sound in almost every respect and generally has components
rated 1 or 2. Any weaknesses are minor, and the Board of directors and management can correct them in the normal
course of business. The enterprise is able to withstand economic, financial, and risk exposure changes because of an
effective organizational structure, solid risk management practices, more than sufficient capital and strong eamings. Cash
flow is more than sufficient and adequately services debt and other obligations. This holding company enterprise exhibits
strong performance and risk management practices relative to its size, complexity, and risk profile.

Composite 2. A holding company enterprise in this group is fundamentally sound but may have modest weaknesses. The
Board of directors and management are capable and willing to correct any weaknesses. Generally, no component rating
should be more severe than 3 for this holding company enterprise. The organizational structure, risk management
practices, capital and earnings create stability, and this holding company enterprise is capable of withstanding business
fluctuations. Cash flow is adequate to service obligations. Overall, risk management practices are satisfactory relative to
the enterprise’s size, complexity, and risk profile.

Composite 3. A holding company enterprise in this group raises some degree of supervisory concem in one or more of the
component areas, with weaknesses that range from moderate to severe. The magnitude of the deficiencies is generally
not severe enough to rate a component more severely than 4. Management may lack the ability or willingness to
effectively address weaknesses within appropriate time frames. The holding company enterprise’s capital structure and
earnings leave it less resistant to adverse business conditions. The effectiveness of the organizational structure and risk
management practices may be less than satisfactory relative to the enterprise’s size, complexity, and risk profile.
However, there is only a remote threat to the holding company enterprise’s continued viability.

Composite 4. A holding company enterprise in this group has serious financial or managerial deficiencies that result in
unsatisfactory performance. The supervisory concems, which management and the Board are not satisfactorily
addressing, range from severe to critically deficient. A holding company enterprise in this group generally does not have
sufficient capital and earnings to withstand adverse business fluctuations. The effectiveness of the organizational structure
and risk management practices are generally unacceptable relative to the enterprise’s size, complexity, and risk profile.
The enterprise may place undue pressure on subsidiaries to meet its cash flow by up streaming imprudent dividends or
fees. Unless there is prompt action to correct these conditions, future viability could be impaired.

Composite 5. The magnitude and character of the risk management or financial weaknesses of a holding company
enterprise in this category could lead to insolvency without immediate aid from shareholders or supervisory action. The
volume and severity of problems are beyond the Board and management’s ability or willingness to control or correct. The
effectiveness of the organizational structure and risk management practices are inadequate relative to the enterprise’s
size, complexity, and risk profile. The inability to prevent liquidity or capital depletion places the holding company
enterprise’s continued viability in serious doubt.

Holding Company Risk/Complexity Category Definitions

The three holding company risk/complexity categories are defined as follows:

Category |

This category holding company is viewed as noncomplex and having relatively low risk.

Category Il
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Holding Company Definitions (continued

This category holding company is considered to have a complex structure and/or a higher risk.

Category

This category holding company is one of the most complex or highest risk holding companies. It is made up of a number
of different companies or legal enterprises that offer products from more than one financial sector.
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