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INTRODUCTION

Since the issuance of the last Report in August, AIG has entered what can only be characterized as a crisis scenario. As a result of
collateral requirements associated with its credit default swaps and other financial issues, AIG was on the brink of declaring bankruptcy. It
was able to negotiate a credit facility with the New York Federal Reserve Bank (the terms of which have recently been re-negotiated) to
allow it time to implement a plan to stabilize the Company. At the core of the plan is a program to sell off various parts of AIG to
generate the cash needed to re-pay the Federal Reserve. Based on an announcement made by AIG’s new CEO, Edward Liddy, AIG
intends to cut back its scope of operations to concentrate on providing property and casualty coverage both in the United States and
abroad and will seek to maintain an ownership interest in its life insurance operation in Asia (presumably limited to AIA).

As a result of these events, the operations of AIG have been significantly disrupted. This disruption stems from, among other
things, the prospect of selling many of AIG’s entities throughout the world; the need to address foreign regulatory issues created by AIG’s
financial condition as well as the involvement of the United States government in AIG’s business; the need to retain employees to run the
businesses; the need to cut expenses; and the need to stabilize AIG’s financial position. This has occupied the time and effort of most key
AIG employees in management, the regulatory/compliance ateas, and the financial reporting areas. As a result, the efforts to implement
the best practice recommendations have been significantly curtailed.

When the best practice recommendations were developed in August and September of 2007, they were based on AIG’s geographic
scope (it operates in approximately 145 countries) and its business scope (it engages in numerous activities beyond insurance) as it existed
at that time. However, with the prospect of AIG becoming smaller, we are reviewing the recommendations on several levels to make sure
they are tailored to both the current realities and resources at AIG, as well as to the future AIG that will emerge from this crisis. In doing
this, we have to keep in mind that AIG is still an operational business, conducting transactions in complex areas and markets. It still needs
to comply with applicable legal requirements; it still needs to have an accurate and timely financial reporting processes; it still needs to
manage its records properly; and it still needs to engage in proper corporate governance. While the nature and scope of much of this may
change significantly as the new nature and scope of AIG emerges, there is still a need to have controls in place in the mean time.

Our review of the best practice recommendations have focused on several issues. First, what controls must AIG continue to
implement in order to comply with basic legal requirements. Second, what recommendations cannot go forward because the future nature
and scope of AIG will determine whether the recommendation is still applicable and, if so, what it should include. Third, what
recommendations can AIG reasonably put off until it has the resources necessary to implement the recommendation.

Under this analysis, there are a number of recommendations that are now on hold. They are marked “On Hold” in the Report, and
once AIG becomes stabilized we will revisit these recommendations and make whatever changes are called for by the circumstances that

































































































































































