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Why GAO Did This Study

The Board of Governors of the
Federal Reserve System (Federal
Reserve) and the Department of
the Treasury (Treasury) have
made available over $182 billion
in assistance to American
International Group (AIG) to
prevent its failure. However,
questions have been raised about
the goals of the assistance and
how it is being monitored. Also,
because AIG is generally known
for its insurance operations,
questions exist about the effect of
the assistance on certain
insurance markets.

This statement provides
preliminary findings on (1) the
goals and monitoring of federal
assistance to AIG and challenges
to AIG’s repayment of the
assistance; and (2) the potential
effects of the federal assistance
on the U.S. commercial
property/casualty insurance
market. GAO’s work on these
issues is ongoing. To date, we
have reviewed relevant
documents on the assistance and
ongoing operations of AIG, as
well as documents issued by the
Federal Reserve and Treasury.
We also interviewed officials
from these organizations as well
as industry participants
(competitors, brokers, and
customers) and insurance
regulators, among others.

View GAO-09-490T or key components.
For more information, contact Orice M.
Williams at (202) 512-86785555 or
williamso @gao.gov.

FEDERAL FINANCIAL ASSISTANCE

Preliminary Observations on Assistance Provided to
AlG

What GAO Found

Federal financial assistance to AIG, both from the Federal Reserve and
Federal Reserve Bank of New York through their authority to lend funds to
critical nonbank institutions and from Treasury’s Troubled Asset Relief
Program (TARP), has focused on preventing systemic risk that could result
from a rating downgrade or failure of AIG. The goal of the assistance and
subsequent restructurings was to prevent systemic risk from the failure of AIG
by allowing AIG to sell assets and restructure its operations in an orderly
manner. The Federal Reserve has been monitoring AIG’s operations since
September, and Treasury has begun to more actively monitor AIG’s operations
as well. Although the ongoing federal assistance has prevented further
downgrades in AIG’s credit rating, AIG has had mixed success in fulfilling its
other restructuring plans, such as terminating its securities lending program,
selling assets, and unwinding its AIG Financial Products portfolio. For
example, AIG has made efforts at selling certain business units and has begun
an overall restructuring, but market and other conditions have prevented
significant asset sales, and most restructuring efforts are still under way. AIG
faces ongoing challenges from the continued overall economic deterioration
and tight credit markets. AIG’s ability to repay its obligations to the federal
government has also been impaired by its deteriorating operations, inability to
sell its assets and further declines in its assets. All of these issues will
continue to adversely impact AIG’s ability to repay its government assistance.

As part of GAO’s ongoing work related to the federal assistance provided to
AIG, GAO is reviewing the potential impact of the assistance on the
commercial property/casualty insurance market. Specifically, GAO is
reviewing potential effects of the assistance on AIG’s pricing practices.
According to some of AIG’s competitors, federal assistance to AIG has
allowed AIG’s commercial property/casualty insurance companies to offer
coverage at prices that are inadequate for the risk involved. Conversely, state
insurance regulators, insurance brokers, and insurance buyers said that while
AIG may be pricing somewhat more aggressively than in the past in order to
retain business in light of damage to the parent company’s reputation, they did
not see indications that this pricing was inadequate or out of line with
previous AIG pricing practices. Moreover, some have noted that AIG has lost
business because of the problems encountered by its parent company. As
GAO evaluates these issues, it faces a number of challenges associated with
determining the adequacy of commercial property/casualty premium rates,
especially in the short term. These challenges include the unique, negotiated
nature of many commercial insurance policies, the subjective assumptions
involved in determining premiums, and the fact that for some lines of
commercial insurance it can take several years to determine if premiums
charged were adequate for the related losses.

United States Government Accountability Office


http://www.gao.gov/products/GAO-09-490T
http://www.gao.gov/cgi-bin/getrpt?GAO-09-490T
mailto:williamso@gao.gov


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f300130d330b830cd30b9658766f8306e8868793a304a3088307353705237306b90693057305f00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /FRA <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




