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American International Group's (AIG) struggle to raise about $75 billion in short-term loans is driven by mounting losses in its portfolio of credit derivatives. Those worries threaten to overshadow a variety of relatively healthy businesses that continue to churn out profits and could probably be sold fairly quickly.

A sale of some assets could leave a leaner AIG in a position to grow again, insurance experts say, as long as it can secure the short-term capital that will allow it to market the businesses.

Uncertainty over whether AIG can get short-term lending in place pushed the company's shares to an all-time low of $1.25 Tuesday, compared with a 52-week high of $70.13 in October. The stock closed Tuesday down 21% at $3.75 but in after-hours trading shares are up to $3.85. as investors mulled the possibility of a bailout, sale of assets, a breakup of the company or even a possible acquisition.

An AIG failure would have effects worldwide, not only for shareholders and the company's 130,000 employees, but also for insurance and investment customers who might have to scramble for new coverage. AIG's role as a worldwide warehouse for risk - through credit default swap agreements with financial services companies - could put its counterparties in a tough spot as they would have to take the potential liabilities back on their own balance sheets.

AIG is an insurance and financial services behemoth with businesses ranging from auto insurance to aircraft leasing to asset management. The company's consolidated revenue was $110 billion in 2007 and total assets were $1.06 trillion.

But the company has struggled in recent quarters amid the meltdown of the U.S. housing market and credit market weakness. AIG last month reported a second-quarter net loss of $5.4 billion as it logged $6.1 billion in investment losses, mostly because of declines in the value of complex securities tied to mortgages. That came on the heels of a first-quarter loss of $7.8 billion.

The overall results mask the strength in its core insurance operations.

"The subsidiary insurance companies are doing fine," former AIG chief executive Hank Greenberg, who remains the largest individual shareholder, said in a CNBC interview Tuesday. The company has several healthy businesses it could sell to repay any bridge loan that could be forthcoming, but it needs about 90 days of breathing space to get the job done, Greenberg said.

AIG's businesses are divided into four segments: general insurance, life insurance and retirement services, financial services and asset management.

Its largest unit, general insurance, generated revenue of $65 billion in 2007. The unit offers the full range of commercial insurance, from workers' compensation - its largest line - to personal auto and homeowner coverage. The segment reported $827 million in second-quarter operating income.

The majority of its commercial business is in the casualty classes, also called liability coverage, where claims can develop over long periods of time. Recent credit-rating cuts could hurt such long-tailed insurance lines the hardest, brokers have said.

The general insuranceunit also holds its property reinsurance business, which Greenberg called a good sales target.

AIG's surplus lines insurance business, which offers a second layer of insurance to companies with big exposures, could also be an attractive business to sell, said insurance consultant Andrew Barile of Rancho Santa Fe, Calif. AIG is the second-largest provider behind Lloyd's of surplus lines coverage, and any buyer would gain a significant market share instantly, Barile noted.

The general insurance unit also holds AIG's troubled mortgage insurance business, which wouldn't likely attract much interest.

AIG's life insurance and retirement services unit is the company's second-largest, with 2007 revenue of $55.9 billion.It includes life insurance, life reinsurance and investment-oriented retirement products, including fixed and variable annuities, which it sells worldwide.

Greenberg suggested that the annuity business would be a good sales target and "not necessary" to AIG's future.

Barile said competitors are no doubt trying to take advantage of AIG's recent troubles by marketing to AIG life and retirement customers. That, according to Barile, could add pressure on AIG to sell parts of the business.

In the first half of this year, the life insurance segment reported an operating loss of $2.4 billion, driven largely by investment losses.

AIG's Financial Services segment holds one of the company's biggest stars, as well as its most troubled child.

Its International Lease Finance Corporation, or ILFC, is the second-largest aircraft leasing company in terms of fleet size, owns a massive fleet of commercial airlines and has reliably generated a profit.

In June, AIG said the unit was not for sale, but recent speculation considers the aircraft business as an almost sure-to-sell, and Greenberg agreed that AIG would be better off selling, especially as its Monday ratings downgrade raised borrowing costs for the business. In the first two quarters, ILFC contributed more than $600 million in operating earnings.

ILFC's strength was overshadowed by losses in AIG's portfolio of credit derivatives, which guarantee against losses on portfolios of debt held by counterparties. In the first half of the year, the financial services segment reported an operating loss of $14.7 billion.

AIG's asset management segment manages institutional and private client investments and manages its investments in a portfolio of alternative investments, including private equity and hedge funds. In the first half of the year, the asset management business posted a loss of $1.6 billion.

--- --- --- --- --- --- --- --- --- --- --- ---
BlackRock's Fink Says AIG to Survive Funding Crisis

Bloomberg

September 16, 2008

BlackRock Inc. Chief Executive Officer Laurence Fink said American International Group Inc. will survive its funding crisis, though the fate of its shareholders is less certain.

Fink, in a televised interview on CNBC, described AIG as a ``very solid business'' whose insurance products are sold around the world. In contrast with brokerages that have also been felled by the credit crunch, Fink said that AIG is ``not like a company that just buys and sells securities.''

``I believe there is a strong future for AIG,'' Fink said.  ``I'm not sure whether the equity holders of today will have a future or not.'' New York-based insurer AIG may need capital from the U.S. government or private-equity firms, Fink said.

AIG shares have fallen 84 percent since Sept. 8, threatening the company's ability to raise the capital it needs to continue operating. The U.S. Treasury is now considering a takeover of AIG under a conservatorship, according to two people briefed on the discussions.

Fink, 55, described this week's crisis on Wall Street, during which Lehman Brothers Holdings Inc. filed for bankruptcy protection, as ``another wave of deleveraging.''

U.S. companies ``still have a long way to go'' in deleveraging, a process by which they reduce the degree to which their assets are financed with borrowed money, he said.

The ``real question'' for the remaining independent U.S.

investment banks, including Goldman Sachs Group Inc. and Morgan Stanley, is whether their business model can compete with companies such as Citigroup Inc. and UBS AG once these banks improve their balance sheets, Fink said.

No `Real Change'

The current consensus in financial markets is that all ``leveraged institutions'' must find a better way to finance their assets, Fink said. The industry is now debating whether the best way is to team up with a financial institution that takes in low-cost bank deposits, he said.

Merrill Lynch & Co., the New York-based brokerage that's being acquired by Bank of America Corp., owns about 49 percent of BlackRock. Fink said today that he doesn't see the transaction resulting in ``any real change'' in how BlackRock operates.

--- --- --- --- --- --- --- --- --- --- --- ---

State Regulators Hold Talks, Say AIG Subsidiaries Are Sound
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September 16, 2008

While American International Group Inc. fights to stay afloat, its state-domiciled subsidiaries remain sound, state regulators said as officials held talks on the AIG units in their jurisdictions.

"It's changing by the minute at the holding company level," Connecticut Insurance Commissioner Thomas Sullivan said. "Nothing's changing at the subsidiary company."

Regulators from Pennsylvania, New York and Florida -- which between them have 24 AIG subsidiaries -- discussed how to respond to the insurance giant's liquidity crisis, said Ed Domansky, spokesman for the Florida Office of Insurance Regulation. New York Gov. David Paterson earlier announced plans to permit AIG (NYSE: AIG) to use up to $20 billion in assets from its subsidiaries to provide collateral and maintain daily operations (BestWire, Sept. 15, 2008).

Pennsylvania regulators have been approached about "a possible transaction to alleviate the liquidity issues" with the AIG parent company, state insurance department spokeswoman Roseanne Placey said. Placey declined to discuss details of the discussions, only saying, "We will consider no transaction that does not have the guiding principle of policyholder protection at its core."

Sullivan said he has not been involved in those discussions, but that state regulators are united on the principle of protecting the solvency of the subsidiary companies. "That's a very conditional offer," he said of the New York plan.

There has been no need to invoke plans to dip into state guaranty funds, and insurance officials are reluctant to discuss such contingencies for AIG subsidiaries.

"Those companies are solvent and paying claims," Placey said.

Domansky said no one is "speculating or looking at any what-if scenarios."

Roger H. Schmelzer, president and chief executive officer of the National Conference of Insurance Guaranty Funds, said under normal circumstances, officials at state guaranty funds are the last to know when a company is in crisis.

"This is unusual because it is so public," he said of the AIG holding company situation. "If there is a solvency problem with a company, the company knows about it and the regulator knows about it, and eventually we find out about it."

--- --- --- --- --- --- --- --- --- --- --- ---

Florida’s Insurance Commissioner Quells Fears Over AIG Bailout

South Florida Business Journal

September 17, 2008

Florida’s insurance commissioner said he is closely monitoring events tied to the government’s bailout of American International Group.

Kevin McCarty said the news he hears is that AIG’s financial problems are with its holding companies, not insurance companies.

“We have been told that the insurance companies are solvent and will be able to pay claims,” he said in a statement. “It is important that policyholders continue to pay their premiums to ensure that their coverage does not lapse.”

McCarty said if it becomes necessary, his office will intervene if it finds that any of AIG’s companies in Florida are not able to pay claims or fulfill promises to policyholders.

There are 46 AIG subsidiary companies operating in Florida, 34 of which sell property and casualty insurance. Only one of them – American General Property Insurance Company – is based in Florida.

--- --- --- --- --- --- --- --- --- --- --- ---

Trade Groups Applaud Fed Action On AIG
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Insurance industry trade group reaction to the federal government's takeover of American International Group Inc. appears to be generally positive.

"We applaud efforts to help stabilize financial markets, and particularly AIG's holding company, in order to ensure that going forward the company’s promises to our members' clients are kept and protected," Ken A. Crerar, president of the Washington-based Council of Insurance Agents & Brokers, said in a statement released Wednesday. Mr. Crerar said that AIG has been an "important" player in the insurance market, "and whatever happens, the first concern of our members is their clients. We sincerely hope this effort by the Fed will calm and stabilize the market."

"The loan is welcome news in the face of the escalating concern about the potential impact of AIG's economic challenges, which has dominated the news for days, fueling speculation about the future of the company and debate about the public policy of a government bail-out," Robert Rusbuldt, president and chief executive officer of the Alexandria, Va.-based Independent Insurance Agents & Brokers of America, said in a statement.

"IIABA does not believe that the AIG situation will have a domino effect on the insurance industry. Independent insurance agents and brokers across the country will continue to focus on the consumer and know the state guaranty funds in all 50 states serve as important protection for policyholders," said Mr. Rusbuldt's statement. "Virtually all experts agree the insurance subsidiaries of AIG are fundamentally sound."

Marc Racicot, president of the Washington-based American Insurance Assn., issued a statement saying the situation highlighted the need for insurance regulatory reform.

"The recent turmoil in the financial markets and emergency government loan to AIG further highlight a need to revisit the regulatory framework of the U.S. financial services sector and the property/casualty insurance industry in particular," he said. "Policymakers should look for solutions that avoid the potential for market crises and consider more effective ways of regulating the financial services sector and protecting consumers without compromising the efficiency benefits that free and open markets provide.

"For highly diversified financial services conglomerates that operate in multiple regions of the country and around the world, it makes little sense to continue to single out insurance for regulation on a piecemeal basis at the state level," said Mr. Racicot. "It makes a great deal more sense for a federal regulator to monitor systemic risk and exercise groupwide supervision on a national basis to ensure safety and soundness." 

--- --- --- --- --- --- --- --- --- --- --- ---

REBNY Applauds Government Action to Stabilize AIG 
Bloomberg

September 17, 2008

The Real Estate Board of New York (REBNY) today applauded Treasury Secretary Henry M. Paulson, Jr., Federal Reserve Bank Chair Ben S. Bernanke and House and Senate leaders for their strong action in investing $85 billion to stabilize American International Group, a company that is a critical component of the real estate market in New York City and throughout the country. 

Calling the action essential, REBNY President Steven Spinola said, "A.I.G. plays a crucial role in the national real estate industry, and particularly in New York where the company is a major tenant, financier and one of the largest insurers of properties, including providing terrorism insurance for many of New York City's marquis buildings." 

REBNY also praised Governor Paterson and Mayor Bloomberg for identifying the important role of A.I.G. as a major company and employer in New York, and the role this insurer plays in a wide range of economic activity throughout the country. Mr. Spinola noted, "We commend the Governor and the Mayor. Their strong, rational and thoughtful voices demonstrate what defines leadership." 

Mr. Spinola added, "After these last few turbulent days, we are encouraged to hear that the Lehman Brothers' bankruptcy will not directly impact a number of its components, that other components will be acquired by economically-sounder institutions, and that the extent of the job losses, though always personally painful, will not be as numerous as initially projected. Similarly, there have been reports that Merrill Lynch's acquisition by Bank of America will not result in the level of job losses initially anticipated." 

"Providing the necessary infusion of capital at this moment in Wall Street's history is exactly what the local, state and federal government should be doing right now to help such an important business, and we commend our elected officials for their efforts," said Mr. Spinola. "As with the recent intervention with Fannie Mae and Freddie Mac, and earlier with Bear Stearns, government action has had a beneficial effect on the marketplace and our economy. We are confident that this investment will quell some of the anxiety in the financial markets and will have a positive impact on our industry, our city and the nation's economy." 

The Real Estate Board of New York is the city's leading real estate trade association with over 12,000 members. REBNY represents major commercial and residential property owners and builders, brokers and managers, banks, financial service companies, utilities, attorneys, architects, contractors and other individuals and institutions professionally interested in the City's real estate. REBNY is involved in crucial municipal matters including tax policy, city planning and zoning, rental conditions, land use policy, building codes and legislation. In addition, REBNY publishes reports providing indicators of market prices for both the residential and commercial sectors. 
--- --- --- --- --- --- --- --- --- --- --- ---

N.Y. Gov Paterson Praises Insurance Chief Dinallo on AIG Rescue

Insurance Journal

September 18, 2008

New York officials helped giant insurer American International Group Inc. strike a historic loan deal with the Federal Reserve on Tuesday night to keep AIG afloat and avoid another fiscal crisis for the state.

Gov. David Paterson called it "great news'' that will preserve jobs and, because of it, "our financial recovery will be easier, if not sooner.''

Paterson singled out his superintendent of insurance, Eric Dinallo, for helping preserve the opportunity for AIG to come to a deal with the federal bank. The state's offer to help AIG reach into its subsidiaries to borrow $20 billion bought time for the larger deal. The $20 billion borrowing didn't turn out to be necessary once the federal agreement was struck.

"Policy holders will be protected, jobs will be saved,'' Paterson said Tuesday night.

Keeping AIG afloat protects thousands of employees and investors in New York who are tied to AIG's troubles, the latest hit to the state's financial outlook as Wall Street's debacle unfolded this year.

Shares of AIG had fallen sharply as investors grew increasingly pessimistic on Tuesday that the company would find funding to avoid a liquidity crunch that could touch off even more global financial turmoil.

AIG's uncertain future was just part of New York's fiscal nightmare this week, after Wall Street was hit by losses unmatched since the Sept. 11, 2001, attacks.

"We probably lost a billion dollars yesterday,'' Paterson said.

The Democratic governor said on CNBC that the stock market losses are sad for America, but especially damaging for New York. That's because New York state government has come to depend on getting 20 percent of its revenues from Wall Street.

Paterson said the losses on Wall Street on Monday alone may have wiped out the $475 million in spending cuts approved this summer in a special session of the Legislature to avoid a state budget deficit this year.

"I don't think the state had depleted its cushion for this year, but it makes next year go from bad to worse,'' said E.J. McMahon, from the fiscally conservative Empire Center for New York State Policy. That will require the Legislature to cut spending further, and that would likely have to include school aid that has so far remained untouched.

"If there are still people around who thought maybe it would get better, this limited their bet,'' McMahon said. "I'm sure there will be no shortage of people calling for increasing taxes, but only on the rich _ the people whose incomes are plummeting.''

Senate Democratic leader Malcolm Smith of Queens said another emergency economic session of the Legislature is needed "to protect New York's place as the world's financial capital.''

--- --- --- --- --- --- --- --- --- --- --- ---

Ark., La. Commissioners Reassure Policyholders After AIG Bailout

Insurance Journal
September 18, 2008

Both Arkansas Insurance Commissioner Julie Benafield Bowman and Louisiana Commissioner of Insurance Jim Donelon have issued statements seeking to reassure policyholders in the wake of the federal takeover of insurance giant American International Group (AIG).

Bowman said she joined with the National Association of Insurance Commissioners in releasing the following statement: 

"We have a very strong message for consumers: If you have a policy with an AIG insurance company, they are solvent and have the capability to pay claims. Our job is to ensure that they continue to have the ability to pay. 

Donelon told policyholders that while the non-insurance parent company of AIG is facing a financial crisis, the company's insurance subsidiaries remain protected due to the stringent solvency standards of state regulation. 

The Federal Reserve has announced it would loan AIG $85 billion, to be repaid in two years by a sale of the company's assets.

NAIC President Sandy Praeger said AIG's federally regulated non-insurance parent company is not held to the same investment, accounting and capital adequacy standards as the state regulated insurance subsidiaries of AIG, which are solvent and able to pay their obligations. 

"In fact, it will likely be the insurance subsidiaries - or their valuable blocks of business and high-quality assets - that will be sold in an attempt to return the AIG parent company to a more stable financial position," Praeger added.

AIG has 45 U.S. domiciled insurance companies authorized to do business in Louisiana, the Louisiana Department of Insurance reported. Of those companies, 28 are property and casualty insurers with two being Louisiana domestic insurers: Audubon Insurance Company and National Union Fire Insurance Company of Louisiana; 13 are life and health insurers; and four are surplus lines property and casualty companies: American International Specialty Lines Insurance Company, Audubon Indemnity Company, Landmark Insurance Company and Lexington Insurance Company.

LDI provided answers to common questions about AIG:

Why are the insurers in a position to help out the financially challenged parent? 

State insurance regulators have numerous actions they can take to prevent an insurer from failing. Rating downgrades and drops in share price do not change an insurer's ability to pay claims. From conservative accounting rules and mandatory annual CPA audits to investment regulations/limitations and minimum capital/surplus requirements, a state insurance regulator's "toolbox" allows insurers to handle greater losses than other parts of the financial sector in down-market cycles. Additional regulatory tools include performing regular, periodic financial analysis of insurers, and on-site examinations.

How are policyholders protected in the unlikely event that the insurer fails? 

Claims from individual policyholders are given the highest priority over other creditors in these matters — and, in the unlikely event that assets are not enough to cover these claims, there is still another safety net in place to protect consumers: the state's guaranty fund - the Louisiana Insurance Guaranty Association (LIGA). These guaranty funds are in place in all states. If an insurance company becomes unable to pay claims, the guaranty fund will provide coverage, subject to certain limits, similar to the FDIC's coverage for bank accounts. However, guaranty fund protection does not apply to surplus lines insurers. This entire solvency framework and safety net for policyholders is uniform in every state as evaluated by the NAIC's Financial Regulation and Accreditation Program.

How did the AIG parent get into financial distress? 

Non-insurance entities are not subject to the strict solvency framework applied to insurers. This allowed various non-insurers to engage in risky credit transactions (huge positions in credit derivative swaps on mortgage-backed securities) without the appropriate limits and minimum capital/surplus to protect the company from a downswing in the mortgage-backed security markets. 

Per the federal Gramm-Leach-Bliley Act (GLBA), insurance regulatory authority only applies to actual insurance entities and transactions with those entities. Within AIG, there are 71 U.S. insurers subject to this authority. The remaining 176 entities are split between foreign entities and non-insurance U.S. entities. The lead U.S. regulator of AIG financial holding company is the Office of Thrift Supervision (OTS), a federal banking regulator.

--- --- --- --- --- --- --- --- --- --- --- ---

California Commissioner Issues Statement on AIG

Insurance Journal

September 18, 2008

Responding to the federal government's bail-out of AIG, California Insurance Commissioner Steve Poizner issued the following statement, noting the two dozen companies under the AIG corporate umbrella that are licensed to sell insurance in California. 

"I have made monitoring the AIG issue the No. 1 priority of my department. The Federal action offers maximum protection for AIG insurance customers in California and elsewhere. The loan does not create any lien obligations on any of the AIG insurance assets, ensuring that their claims-paying capacity remains strong. 

"Even prior to action taken by the Federal government, the companies owned by AIG had the risk-based capital required to operate in the California market. The financial issues all come from the parent company, AIG, and not its subsidiary insurance companies. The AIG-affiliated insurance companies remain solid. We will continue to closely monitor these companies for any changes in their financial condition. 

"Should AIG decide to sell any of the insurance companies domiciled in California or those that do business in California, I will closely scrutinize those proposed sales to ensure that consumers receive the protections they deserve. 

"Because insurance companies are regulated by the state in which they are domiciled, New York bears the brunt of this regulatory work load. I called my counterpart in New York earlier in the week to offer assistance. He deserves a lot of credit for negotiating a deal that provides maximum protection to policyholders and soothes concerns of the financial markets. We will also continue communicating and working with the National Association of Insurance Commissioners, the body that routinely coordinates the actions of the state Insurance Commissioners." 

Additionally, the Department of Insurance has issued a statement publicizing the following facts: 

· In 2007, AIG was a significant player in the California insurance market. AIG-owned companies had 1.5 percent of the homeowners insurance market ($98 million in written premiums), 8 percent of the workers compensation market ($725 million in written premiums) and 7 percent of the auto insurance market ($1.5 billion in written premium). 

· Generally, the California Department of Insurance (CDI) regulates individual insurance companies and not their holding companies. 

· AIG owns more than two dozen companies licensed to transact insurance in California. Those companies are 21st Century Casualty Co.; 21st Century Insurance Co.; AIG Casualty Company; AIG Centennial Insurance Co.; AIG Premier Insurance Co.; AIU Insurance Co.; American General Indemnity Co.; American Home Assurance Co.; American International Insurance Company Of California Inc.; Birmingham Fire Insurance Company Of Pennsylvania; Commerce And Industry Insurance Co.; GE Auto & Home Assurance Co.; GE Indemnity Insurance Co.; Granite State Insurance Co.; Hartford Steam Boiler Inspection And Insurance Co.; Insurance Company Of The State Of Pennsylvania; Landmark Insurance Co.; National Union Fire Insurance Company Of Pittsburgh, Pa; New Hampshire Insurance Company; Pacific Assurance; Putnam Reinsurance Co.; Transatlantic Reinsurance Co.; United Guaranty Commercial Insurance Co. Of North Carolina; United Guaranty Credit Insurance Co.; United Guaranty Residential Insurance Co.; and Yosemite Insurance Co. 

--- --- --- --- --- --- --- --- --- --- --- ---

