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Oftlce 01 Thrift SapervilloD c. K. Lee
Department of the Treasury COIIIplu tIIId~Orpiz4,kHu
t700 (j SDeeI. N.W•• Wahia.... D.C. 20",2. (202) 906-603S

Mud110, 2001

American IntemaCiollll Group. Inc.
Attention: Anutuia D. Kelly. Executive Vice President, Oenenl Counsel

and Senior Rcgulatcxy and Compliance Offieer
70 Pine Street, 27th Ploor
New York. NY '0270

Members ofthc Board:

I am writing to inform you that the disclosures containcd in the Form BK filed OD February 11. 2008
by American International Group, Inc., (AIG), supplemented by discuuioDs with Price Waterboule
Coopers (PwC) and AIO management raise supervisory concerns regarding the corporate oversight of
key AlG subsidiaries. Recent discussions also indicate that these co~ms are shared by other
fimctional supervisors of AlO. We·arc.concerned that the corporate oversight of AIO Financial
Products CAlOFP), Intematioaal Lease Finance COJporatioa (lLFC). BQd American OeDrnl.Financc,
·lnc. (A~F) lacb critical clementi ofiDdepeadeDcc, 1IIDIpIrenCy,IDd annularity.

A material weakness exists within corporate ID8D8,gemcnt's ovcrsight ofAlOFP's super senior Credit
Default Swap (COS) valuation process and fiDaDcial reporting. Recent supervisory review work and
disCussjans with PwC indicate that AlOFP wu allowcd to limit access of key risk control groups
while material questiooa rela~ to the vaJuatioa of the super senior CDS ~rtfolio were mounting.
The control groups included &taprQe IliJk Management (ERM), the Corporate Comptroller's
Group, aDd the CFO ofthe Financial Semccs Division.

The super senior CDS valuations reviewed by corporate management licked Ibc ICCUJ'ICy and
Jl'uularity ~ssary to understand 'the impact of key valuation components on A10'IICcOUDtiDg aDd
fmancial reportins disclosures. Corporate management did not obtain suffiCieat iDformation to
complcccly ISICIS the applicability of the nepth1c basis adjustment, a critical component of the
valuation method. In view of this occurrence ad the observed similarity'in reporting by other key
subsidiaries; we are co~d that risk metriCl and financial reporting provided to corporate
management by AlGFP and other· key lubsidiaries may lack the independence, transparency, and
granularity needed to provide effective risk manapllnent oversight .
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We DOte that two busiDeu unill, AGP IDd A1GFP,limiteci their expolUla to 1Ubprime.. aWtm ia
view of~ market c:oaditioas. while two other UDits. Uaitecl Ouma&j CarporadaD IIId AlG
IDvestments. iDcreuecI their subprime expotUIa. The lick of • cobaive mecbni.. 10 shire
information OD subprime expaI1IIIIleIds to iacomplete CCDtrI1 ovenisbt IICIOSI the CbDsIomInte.

III IiPt of the idcDtified material waimea ill die oveniIbt ofthe vllUl1ioD ofdie super seaior CDS
portfolio, aad ppI DOted witbin COIpOIIte oveniabt. we have~ AlG'. hokti"l COIDpIIlY
Risk~ or "!lit CORE compoaat.... - ,,, . - , - _...

. _.. ..
• • • Risk lDIIIIIemeDt pnctica .-d impmvement to euure that

man1pmeat mel the baird are fUlly able to idaIdfy. 1DOIIitor, IDCl coa1IOlllI slpifieaat risks.

We have do)wIradecI AIG'. boldlalcom~ EamiDp "S" COD compoDeDt radDs.. .

, ,

_ TbiI actioa nf1cotl our JUPOrYisory coacem with die bip-...ofamiztP volltility tbat
cunmtly exisll due to die boldiq COIDpID)'·. exposure to tb8 USIU~ IDIIkel Tbousb we also
Iabowledp tile demODStntccl uminp stmD&tb of tile holdiDg COIDpID)' to IbIorb material
unanti~ipated los•• the significant Degative ip;Ipact to camiDp &om the super seDior CDS portfoHo
valuation adjustment, combin.ed with the portfolio's'poteDtial to sipifiClDtly imput fiItun .....
are of iDcreucd supervlsoly CODCcm.

. ". •

Given the soriousaess oftbil matter, plnsc IIIpOIId by providiDs a comctive actioD pllll to address
our CODCCIDI coataiDed ill thil letter. The foIlowiq elemCDtl will be imporllDt tieton ~ OlD'
llIICIlIDClit of your ccmective action plan: (1)~D of all control waImcIIa Over fin""Ciil
reportiDa re1atln& to valuation motbacII; (2) demoDltrlted improvemeDt ofceatraI COIpCDta ovenight
of-AlG's key lubsidjaries illcludiDI AlGFP. ILPC, .. AGF~ (3) mcaninBful beDcbmarb to meum
the effectiveness ofc:onective _oas; IIDd (4) IDOD1b1y pIOpealepOl1l. Please Provide your writfm
nispoDJe and the corrective~pia to OTS 110 ,later thaD 30 days foUowiq receipt ofdIiJ letter•.

Tbis 1-. is provided to the holdiDl compmy for its cootideDtiaI use. !xcept u provicled in 12
C.r::R: SeedOD SIO~5, die holdiDc COIDpaay, its directors-.officers, or. employees may DDt disclose this
letlei', or aDy portioa of it. to UDauthorized pcrIOIII or organizations. Unauthorized persons or
orpnizItiOal iDelude IDYODC DOt ofticially coDDeCted with tile bolcliDl compuy U III. officer,
director, employee, attomcy., auditor, iDdepeadeDt auditor, sublidilry instiaioa. or afBliatcd holdiDl
company.
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If the holdiaa compIIIIy receives a subpoena or other legal process calling for production of this
cIoc:umcnt, notifY the Managing Director, Complex and Intemational Organi7JJ~oDS immediately.
AcMse the I1tOIDeY and. ifnecessary. the coUJ't of the above prohibition and refer them to 12 C.F.R.
Scctia SI0.S.

If' you ,have my qucstiODl, pl~ call me at
Alexmdria Luk. ActiDa~, Conalomaate Operatiolll

Sincerely,

C.L Lee
MaDagiDg Director, Complex .t International OrganIzations

Attachmcnt:
Federal Rcpr Noticc, OTS Sa~. and Loan Holdins Company RatiDg System
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