EXHIBIT A

AGREEMENT

This Agreement, dated November 30, 2004, is between the United States Department of
Justice, Criminal Division, Fraud Section (the “Department”), and AIG Financial Products Corp.
(“AIG-FP”)! (the “Agreement”).

1.

}

During the Department’s ongoing criminal investigation into matters relating to
certain transactions involving special purpose entities (“SPEs”) between
subsidiaries of The PNC Financial Services Group, Inc. (“PNC”) and AIG-FP (the:
“PAGIC” transactions), the Department has notified AIG-FP that, in the
Department’s view, AIG-FP acting through certain of its employees may have
violated federal criminal law. The PAGIC transactions involved an SPE structure
developed and marketed by AIG-FP known as Contributed Guaranteed
Alternative Investment Trust Securities (“C-GAITS”). The PAGIC transactions,
C-GAITS structure, and related matters are described in- Appendix A to this
Agreement.

AIG-FP accepts responsibility for the conduct of its employees as described in the
factual statements set forth in Appendix A, which is incorporated by reference
herein. AIG-FP agrees the factual statements set forth in Appendix A are accurate
and, as more fully addressed in paragraph 10, AIG-FP agrees not to contradict
them. AIG-FP does not endorse, ratify, or condone improper conduct and, as set
forth below, has taken steps to prevent such conduct from occurring in the future.

Based upon AIG-FP's acceptance of responsibility as set forth in the preceding
paragraph; the settlement between American International Group, Inc. (“AIG”)
and the United States Securities and Exchange Commission (“SEC”) under which -
AIG consents to the entry of the Final Judgment (attached hereto as Appendix B
and incorporated by reference) (the “Final Judgment™); its compliance with the
Final Judgment, including, among other things, its adoption of internal '
compliance measures; its cooperation with the Independent Consultant described
in paragraph 11; its agreement with the SEC to pay disgorgement and
prejudgment interest in the amount of $46,366,000; its agreement with the _
Department to pay a monetary penalty of $80,000,000.00; and its willingness to
continue to cooperate with the Department and the SEC in their investigations of
the matters described herein; the Department, on the understandings specified
below, agrees that the Department will not prosecute AIG-FP for any conduct
committed by AIG-FP relating to the SPE transactions (as defined in paragraph 4
below), except to the extent provided in the separate Deferred Prosecution
Agreement between the Department and AIG-FP PAGIC Equity Holding Corp.

In this Agreement, “AIG-FP” refers to AIG-FP and all of its subsidiaries.



AIG-FP understands and agrees that if it violates this Agreement, as provided in
paragraph 12 below, the Department can prosecute AIG-FP for conduct -
committed by it through its employees relating to the SPE transactions. This
Agreement does not provide any protection to any individual or any entity other
than AIG-FP. This paragraph shall survive termination of this Agreement.

The understandings on which this Agreement is premised are:

4.

During the term of this Agreement, AIG-FP agrees to cooperate fully with the
Department, the SEC, the Independent Consultant described in paragraph 11
below, and, as directed by the Fraud Section, with any other federal law
enforcement and regulatory agency regarding any matters related to the PAGIC
transactions, C-GAITS, the transactions marketed or entered into by AIG-FP
involving a SPE structure known as Guaranteed Investment Trust Securities
(“GAITS”) (the PAGIC transactions, C-GAITS, and the GAITS transactions are
hereinafter collectively referred to as the “SPE transactions”) and any matters
relating to any other transaction that has been or is brought to the attention of the
Department or the SEC in connection with the Department’s investigation
pursuant to the terms of this Agreement (hereinafter referred to collectively as
“the subject matters”). AIG-FP shall truthfully disclose to the Department and the
SEC all information with respect to the subject matters about which the
Department or the SEC shall inquire, and shall continue to fully cooperate with
the Department and the SEC. This obligation of truthful disclosure includes an
obligation to provide the Deparament and the SEC access to AIG-FP’s documents
and employees, whether or not located in the United States, and reasonable access
to AIG-FP’s facilities for that purpose. '

AIG-FP agrees that its cooperation, as agreed to in Paragraph 4 above, shall |
include, but is not limited to, the following:

(a) Completely and truthfully disclosing all information with respect to the
activities of AIG-FP, and its present and former officers, agents,and
employees, concerning the subject matters inquired into by the Department
or the SEC; ' :

(b) Assembling, organizing and providing on request from the Department or
the SEC all documents, records, or other.tangible evidence related to the
subject matters in AIG-FP’s possession, custody, or control in such format
as the Department or the SEC requests; '

(c) Not asserting a claim of attorney-client or work-product privilege as to any
documents, information, or testimony requested by the Department or the
SEC related to factual internal investigations or contemporaneous advice
given to AIG-FP concerning the subject matters. In making production of
any such documents, AIG-FP neither expressly nor implicitly waives its
right to assert any privilege that is available under law against entities



10.

other than the Department or the SEC concerning the produced documents
or the subject matters thereof.

(d) Using its reasonable best efforts to make available its present or former
officers, directors and employees to provide information and/or testimony
related to the subject matters as requested by the Department or the SEC,
including sworn testimony before a federal grand jury or in federal trials,
as well as interviews with federal law enforcement authorities.
Cooperation under this paragraph will include identification of witnesses
who, to AIG-FP’s knowledge, may have material information regarding
the subject matters.

(e) Providing testimony and other information deemed necessary by the
Department, the SEC or a court to identify or establish the original
location, authenticity, or other evidentiary foundation necessary to admit
into evidence documents in any criminal or other proceeding as requested
by the Department or the SEC related to the subject matters.

AIG-FP shall comply with the Final Judgment.

AIG-FP agrees to pay within ten days of the date of this Agreement a total of
$80,000,000.00 to the United States Treasury as a monetary penalty as directed by
the Department, which may chose to direct that a portion of the monetary penalty
not to exceed $20 million may be paid to the restitution fund previously
established by the Department as part of the Deferred Prosecution Agreement
with a subsidiary of The PNC Financial Services Group, Inc.

With respect to any information, testimony, document, record or other tangible
evidence provided to the Department pursuant to this Agreement, AIG-FP ‘
consents to any and all disclosures to the SEC and other federal law enforcement
and regulatory agencies of such materials as the Department, in its sole reasonable
discretion, deems appropriate in furtherance of the Department’s investigation of
the subject matters.

AIG-FP authorizes the Department and the SEC to share information from and
about AIG-FP with each other and hereby waives any confidentiality accorded to
that information by law, agreement or otherwise that would, absent authorization
by AIG-FP, prohibit or limit such sharing. No further waivers of confidentiality
shall be required in that regard.

AIG-FP further agrees that it will not, through its present or future attorneys,
board of directors, agents, affiliates, parent, officers or employees, make any
public statement, including statements or positions in litigation in which any
United States department or agency is a party, contradicting any statement of fact
set forth in Appendix A. Any such contradictory public statement by AIG-FP, its
present or future attorneys, board of directors, agents, officers or employees shall
constitute a breach of this Agreement, and AIG-FP thereafter would be subject to




11.

12.

13,

prosecution as set forth in paragraph 12 of this Agreement. The decision of
whether any public statement by any such person contradicting a statement of fact
contained in Appendix A will be imputed to AIG-FP for the purpose of
determining whether AIG-FP has breached this Agreement shall be at the sole
reasonable discretion of the Department. Upon the Department’s reaching a
determination that such a contradictory statement has been made by AIG-FP, the
Department shall so notify AIG-FP and AIG-FP may avoid a breach of this
Agreement by publicly repudiating such statement within forty-eight hours after
notification by the Department. This paragraph is not intended to apply to any
statement made by any individual in the course of any criminal, regulatory, or
civil case initiated by the govemment against such individual, unless such
individual is speaking on behalf of AIG-FP. Consistent with AIG-FP’s obligation
not to contradict any statement of fact set forth in Appendix A, AIG-FP may take
good faith positions in litigation involving any private party. :

AIG-FP agrees to cooperate with the SEC and the Independent Consultant

retained by AIG pursuant to the Final Judgment, including the implementation of
any determination by the SEC or recommendation by the Independent Consultant,
as and to the extent provided in the Final Judgment. e

It is further understood that should the Department, in its sole reasonable

- discretion, determine that AIG-FP has given deliberately false, incomplete, or
-misleading information under this Agreement, or has committed any federal

crimes subsequent to the date of this Agreement, or that AIG-FP otherwise has
committed a willful and Jmowing material breach of any provision of this
Agreement, this Agreement shall become null and void and AIG-FP shall, in the
Department’s sole reasonable discretion, thereafter be subject to prosecution for
any federal criminal violation, including prosecution for acts subject to the release
of liability in paragraph 3 relating to the SPE transactions. Any such prosecutions
may be premised on information provided by AIG-FP. Moreover, with respect to
any prosecutions relating to the SPE transactions that are not time-barred by the
applicable statute of limitations on the date of this Agreement, AIG-FP agrees that
the applicable statute of limitation period for any such prosecutions shall be tolled

- for a period of time equal to the term of this Agreement, so that such prosecutions

may be commenced against AIG-FP in accordance with this Agreement,
notwithstanding the expiration of the statute of limitations between the signing of
this Agreement and the expiration of this Agreement. AIG-FP’s tolling of the

‘statute of limitations is knowing and voluntary and in express reliance on the

advice of counsel.

It is further agreed that in the event that the Department, in its sole reasonable
discretion, determines that AIG-FP has committed a willful and knowing material
breach of any provision of this Agreement, (a) AIG-FP will not contest the
admissibility into evidence or contradict the contents of Appendix A or the
criminal complaint and affidavit in support of the criminal complaint filed as part
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15.

16.

17.

of the separate agreement between the Department and AIG-FP PAGIC Equity
Holding Corp. (“AIG-FP PAGIC”), (b) all statements made by or on behalf of
AIG-FP, or any testimony given by AIG-FP and any employee (current or former)
before a grand jury, the United States Congress, the SEC, or elsewhere, and any
leads derived from such statements and testimony, shall be admissible in evidence
in any and all criminal proceedings brought by the Department against AIG-FP,
and (c) AIG-FP shall not assert any claim under the United States Constitution,
Rule 410 of the Federal Rules of Evidence, or any other rule, that statements made -
by or on behalf of AIG-FP prior to or subsequent to this Agreement, or any leads
therefrom, should be suppressed.

The decision whether conduct and statements of any individual will be imputed to
AIG-FP for the purpose of determining whether AIG-FP has committed a willful
and knowing material breach of any provision of this Agreement shall be in the
sole reasonable discretion of the Department.

Should the Department determine that AIG-FP has committed a willful and
knowing material breach of any provision of this Agreement, the Department shall
provide written notice to AIG-FP of the alleged breach and provide AIG-FP with
a two-week period in which to make a presentation to the Assistant Attorney
General in charge of the Criminal Division to demonstrate that no breach has
occurred, or, to the extent applicable, that the breach is not a willful and knowing
material breach or has been cured. The parties hereto expressly understand and
agree that should AIG-FP fail to make a presentation to the Assistant Attorney
General in charge of the Criminal Division within a two-week period, it shall be
conclusively presumed that AIG-FP is in willful and material breach of this
Agreement. The parties further understand and agree that the Assistant Attorney
General’s exercise of discretion under this paragraph is not subject to review in
any court or tribunal outside the Criminal Division of the Department of Justice. -
In the event of a breach of this Agreement that results in a prosecution of AIG-FP,
such prosecution may be premised upon any information provided by or on behalf
of AIG-FP to the Department at any time, unless otherwise agreed when the
information was provided. '

AIG-FP agrees that ifit sells or merges all or substantially all of its business
operations as they exist as of the date of this Agreement to or into a single
purchaser or group of affiliated purchasers during the term of this Agreement, it
shall include in any contract for sale or merger a provision binding the
purchaser/successor to the obligations described in this Agreement.

It is understood that this Agreement is binding on AIG-FP, the Department and
the United States Attorneys Office for the Western District of Pennsylvania, but
specifically does not bind any other federal agencies, or any state or local law
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enforcement or licensing authorities, although the Department will bring the
cooperation of AIG-FP and its compliance with its other obligations under this
Agreement to the attention of state and local law enforcement or licensing
authorities, if requested by AIG-FP or its attorneys. Furthenmore, nothing in this
agreement restricts in any way the ability of the Department or the United States
Attorneys Office for the Western District of Pennsylvama from proceeding against
any individuals. '

‘Except as provided in paragraph 3-above, this Agreement expires two years from

the date of its execution; provided that if on such date any investigation,
prosecution or proceeding relating to the subject matters is ongoing that is being
conducted by the Department, the SEC or any other federal enforcement or
regulatory agency with which AIG-FP has been directed by the Department to
cooperate pursuant to paragraph 4, then this Agreement shall expire on the date
that no such investigation, prosecution or proceeding is still being conducted.

- Between thirty and sixty days before the expiration of this Agreement, AIG-FP

shall submit to DOJ a written certification that it is in compliance w1th thls
Agreement. : -

AIG-FP and the Department agree that, upon filing of the criminal complaint in
the separate Deferred Prosecution Agreement between AIG-FP PAGIC and the
Department, this Agreement shall be publicly filed in the United States District
Court for the Western Dlstrlct of Pennsylvania as Exhibit A to the separate
Agreement. :

AIG-FP hereby warrants and represents that the Board of Directors of AIG-FP has

duly authorized, in a specific resolution, the execution and delivery of this
Agreement by AIG-FP, and that the person signing the Agreement has authonty to
bind AIG-FP.

This Agreement may not be modified except in writing signed by all the parties.
This Agreement may be executed in counterparts. .

[Signature Page To Follow]



For the United States Department of Justice
Criminal Division, Fraud Section

JdSHUA R.HOCHBERG

Acting United States Attorney

Chief, Fraud Section, Criminal Division
United States Department of Justice

AJOHN DD. ARTERBERRY
Executive Deputy Chief

| Q@QW

PAUL E. PELLETIER
Deputy Chief

7 o

MICHAEL K. ATKINSON
Trial Attorney :

Agreed and Accepted: .
AIG Financial Products Corp.

I(se/ /3. Cassano
// resent and Chief Executive Ofﬁcer
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APPENDIX A
AGREED STATEMENT OF FACTS

L. AIG Financial Products Corp. (“AIG-FP”) is a wholly-owned dirgct subsidiary of
American International Group, Inc. (“AIG”). AIG-FP, acting directly and through its subsidiaries
(collectively, “AIG-FP”), engages as principal in standard and customized .interest rate, currency,
equity, commodity and credit financial products with corporations, financial institufions,
govemments, agencies, institutional investors and high net-worth individuals throughbut the
world. AIG-FP’s main office is in Wilton, Connecticut. Certain of AIG’s s'ecuritieslare
registered with the United States Securities and Exchange Commission (“SEC”) pursuant to
Section 12(b) of the Securities Exchange Act of 1934 and listed on the New York Stock
Exchange.
L AIG-FP’s Development, Marketing and Execution of Stfuctured Financial Products

2. From at least February 2000 through January 2002, AIG-FP marketed to and
entered into with publicly traded companies (“counter-parties”) certain structured financial
products utilizing special purpose entities (“SPEs”), some of which AIG-FP developed in
consultation with a national accounting firm (“National Accounting Firm A”). During this
period AIG-FP also requested and received from National Accountihg Firm A opinion letters.
issued pursuant to Statement of Auditing Standards No. 50 (“SAS-50 letters”) addressing the
application of accounting principles commonly referred to as “Generally Accepted Accounﬁng

Principles” or “GAAP” to these SPE transactions.



3. The structured financial products entailed the creation of a corporatioﬁ or similar
limited liability entity, i.e., the SPE, to hold assets that could be subject to volatility in .valﬁe.over
their investment life. As a general matter, the counter-parties would either transfer assets to the
SPE, or contribute cash to the SPE, which would, in tum, purchase the potentially volatile assets.
In exchange for their contribution of cash or assets, the counter-parties received a preferred
interest in the SPE that they recorded on their balance sheét as an “available for salef’ security.
The SPE also purchased zero coupon bonds or entered into “defeasance swaps” that provided
principal protection for the preferred interest in the SPE held by the counter-party. In particplar,
the principal amount payable to the SPE on the zero coupon bond or the defeasancé sWap was
equal to the amount payable by the SPE on the counter-party’s preferred interest at maturity,
which assured the counter-party that it received the return of its original investment amount at
maturity without regard to the performance of the potentially volatilé assets in the SPE. The
counter-parties would not consolidate the SPE on their financial statements.

4. The counter-parties had contractual rights that perrﬁitted them to redeem their
investment in the SPE or to liquidate the SPE in exchange for a distribution of the zero coubon
bonds and other assets or the cash proceeds from their sale. Ifthe value of the assets held by the
SPE appreciated, the counter-parties could exercise their redemptibn or liquidation rights to
recognize a gain on their income statement. As long as the SPE held the aséets, the counter-
parties’ reported earnings would not be affected by variat_ions in the value of the assets because
the SPEs would not be consolidated on the counter-parties’ ﬁnahgial‘ statementé and changes in

the value of the counter-parties’ preferred interest in the SPE would be recorded in the “Other



Comprehensive Income” line item within the Shareholders’ Equity section of the counter-party’s
balance sheet. As aresult, as marketed by AIG-FP, the coﬁnter-part_ies could _ha_ve recognizable
gains on their income statement if the SPEs’ assets appreciated in value, but no concomitant
recognizable losses if those assets declined in value provided that the counter-party held'i.ts
preferred interest to maturity and therefore received at maturity at a minimum the’ return of its
original investment. Nevertheless, substantial risks of loss remained with the counter-parties if
the SPEs’ assets declined in value and the counter-barty didnot hold it§ preferred interest to
maturity.

5. AIG-FP claimed the deconsolidation - or off balaﬁcé sheet tréatment — of these
SPEs was in compliance with GAAP. AIG-FP included in its marketing materials fdr these
structured financial products summaries of the GAAP treatment for the products, which were
stated to be based upon the advice of AIG-FP’s outside account_ing advisors. (the materials often
identified that National Accounting Firm A were the advisors). The summaries of GAAP '
treatment stated that under GAAP the pros.peg:t_ive counter-parties would not consolidate the
SPEs. In the marketing materials, AIG-FP informed prospective éohnter—pérties, among other
things, that AIG-FP was not and did not purport to be an advisor és to accounting matters and
instructed counter-parties to make an independent evaluation and judgment regarding such
matters.

6. National Accounting Firm A advised AIG-Ff’ that GAAP required three principal
conditions in order for the counter-party not to consolidate the SPE on its ﬁnancial statements:

(1) AIG-FP, as the majority owner of the SPE, would have to be an independent party making a



“substantive capital investment” in the SPE, which GAAP defined as at least 3% of the SPE’s
capital; (2) AIG-FP would have to have control of the SPE; and (3) AIG-FP would have to have
“substantive risks and rewards” of ownership of the SPE’s assets.
A. GAITS
7. One of the structured financial products sponsored by AIG-FP Was known as a
“Guaranteed Alternative Investment Trust Security” (“GAITS”). If the counter—pﬁrties were
insurance companies, the GAITS structure provided them with, among other things, the ability to -
invest in equity assets while protecting their principal investment and obtaining, by virtue Q,f the
principal protection, an NAIC 1 regulatory capital classification rating approved by thé Securities
~ Valuation Office (“SVO”) of the National Association of Insurance Commissioners (“NAIC”). -
An NAIC 1 rating by the SVO, which is assigned to obligations of the highest quality (lowest
risk of loss), would mean that the counter-parties’ investment in_ the.GAITS transactions would
be subject to the lowest capital charge or “haircut” for purposes of calculating their compliance
~with applicable insurance risk-based capital requirements. In coﬁfrast, if the counter-parties held
the equity assets ofthe SPE directly, without having purchased the principal protection, the
equity assets would be subject to a higher capital charge. A higher capital charge would tie -up
more of the counter-parties’ risk based capital.
8. Between June 2000 and March 2001, wholly-owned subsidiéries of AIG-FP -
entered into a total of five GAITS transactions with insurance company subsidiaries of two
publicly traded companies. National Accounting Firm A Waé the outsidé auditor for one of the

ccounter-parties of the GAITS transactions at the time those transactions closed, and National



Accounting Firm A became the outside auditor for the other counter-party to the GAITS
transactions approximately a year after the transactions closed. |
0. The counter-parties in the five GAITS transactions purchased Class A .trust
certificates issued by an SPE trust with cash or, in the case of one transaction, _in_exchange for the
sole trust interest in a predecessor trust entity as part of a restructuri_ﬁg. AIG-Fi’ received Class B
Trust Certificates in exchange for contributing highly rated debt securities to the SPE. The SPE
invested the purchase money in equity index mutual funds or prfvate investment funds, defined
as the “protected assets,” and in the first three GAITS transactions the SPE also purchased a zero
- coupon bond issued by an affiliate of AIG-FP. In the other two GAITS transactions, AIG-FP
entered into a “defeasance swap” with the SPE trust that would require AIG-FP to provide. to the
SPE trust a zero coupon bond issued by an affiliate of AIG-FP in exchange for the equity index
mutual funds if the value of the equity index mutual funds held by the pertinent SPE fell below a
specified level. In all five GAITS transactions, the zero cbupon Bond issued by an AIG-FP
affiliate (which would carry the highest credit rating from nationally recogniied cfedit rating
agencies) was meant to insure that, regardless of the performance of the eqﬁity index mutual
funds or private investment fund assets owned by the SPE trusts, the.counter-parties would
receive at maturity of the Class A Trust Certificates at a minimum an amount equal to their
6riginal investment in the trust. On the basis of the principal prote_cﬁon, the Class A Trust
Certificates were assigned the highest credit rating from nationally recognized credit rating

agencies as to repayment of the principal, which, in turn, allowed the counter-parties’ investment



in the GAITS transactions to be subject to the lowest capital charge or “haircut” for purposes of
‘ca'lculating their compliance with applicable insurance risk-based capital requirements. |

10.  AIG-FP received a fee in each of the GAITS transactions based on an annual rate

of 50 basis points (0.50%) of the value of the protected assets. Different designétions were given

to the fees in the five GAITS transactions. In the two transactions that closed dn June 30, 2000,
' théy were called “Structuring Fees.” ‘In the third transaction that closed on November 30, 2000,
the fee was called a “Class B Priority Payment.” In the final transac.tions that closed on March 1
and 21, 2001, the fee was called the “Annual Fee Amount.” Notwithstanding the different‘ ‘
terminology, iﬁ.each of the GAITS transactions, the fees received by AIG-FP were in all or, in
' the case of two of the five transactions, substantial part payments to compensate AIG-FP for its -
r_ble in structuring the trénsaction. |

11 The counter-parties to all five GAITS transactions agreed that several years’ fees

would be prepaid to AIG-FP at the closing. In the first three GAITS _transactioﬁs, the counter-
parties prepaid three years’ annual fees at closing. In the remaini.n.g two transactions, the SPE
trusts prepaid five-and-one-half years’ annual fees at closing.

12.  The two counter-parties to the five GAITS transactions made total investments of
$231,659,000 in the SPE trusts. The SPE trusts in the five GAITS transactions were not
éonsolidated on the. financial statements of either AIG or the counter-parties to the transactions.
Rather, each party recorded their investment in the SPE trust on thei.r balance sheet as an

“available for sale” security.



13.  AIG-FP requested and received SAS-50 letters from Natiqnal Accounting Firfn A
addressing the application of GAAP to the GAITS structuré. AIG;FP used.theée SAS-50 letters
to market the GAITS products to prospective and actual counter-parties.

14. A SAS-50 letter dated June 30, 2000, from National Accounting Firm A p.ertained :
to the first three GAITS transactions that closed in June and November 2000. These transactions
were developed by AIG-FP with the counter-party based on a proprietary structure developed by
the counter-party. |

15.  IntheJune 30,2000 SAS-50 letter, National Accounting Firm A noted without
disapproval that the SPE trust would purchase at closing of the transactioﬁ a zero. coupon bond
issued by an affiliate of AIG-FP. The letter did not mention that the counter-parties would pay
any fees to AIG-FP and would prepay three years’ fees at closing. The letter did not discu;s,s the
GAAP effect of payment of structuring fees. .

16. SAS-50 letters dated January 30, 2001 and February 28, 2001, from National
Accounting Firm A pertained to the final two GAITS transactions that closed m March 2001.
These letters noted without disapproval that the zero coupon bond to be delivered by AIG_-FP to
the trust upon a trigger event would be guaranteed by AIG. These lefters also referred to the fees
payable to AIG-FP (which served as Administrator and Swap Provider) in a provision that stated
“[e]xpenses of the Trust will include (i) the periodic fees and expenées of the Trustee, (ii) the
periodic fee of the Administrator and (iii) the periodic fee to the Swap Provider.” | The letters did
not mention that the SPE trusts would prepay five-and-one-half yéars’ fees at cloéing. The letters

did not discuss the GAAP effect of payment of structuring fees.



17.  The GAITS transactions failed to satisfy the GAAP requiremé'nt for non-r
consolidation of the SPE that AIG;FP, as the independent third-party investor in the SPE, make a -
| substantive capital investment in the SPE of at least 3% of the SPE’s assets. Under GAAP,
structuring fees paid by the SPE or a transaction counter-party to an investor in the SPE should
be deducted from the investor’s capital investment for purposes of detennining compliance with -
~ the capital investment requirement for non-consolidation of the SPE. National Accqunting Fimm

A did not address the need to deduct structuring fees paid to AIG-FP in the SAS_—SO_lettcrs that
~were issued to AIG-FP regarding the GAITS transactions. The payment of structuring fees to

AIG-FP in the GAITS transactions reduced AIG-FP’s “substantive capital invcstm'ent” below thc _
: minimum 3% level .requirled by GAAP.

B. C-GAITS
18.  AIG-FP also developed, marketed and sold a structure lnown as a “Contributed-

Guaranteed Alternative Investment Trust Security” (“C-GAITS”). In the C-GAITS structure, the
cdunter-pariy Wcu]d receive Senior Class A Convertible Preferred securities ih an SPE (a.limited
liability corporat_ion created by AIG-FP), convertible into Class A Common, in exchange for its
contribution of equities or other financial assets and cash to the SPE. Wholly-owned subsidiaries
of AIG-FP would invest cash in the SPE and would own Junior Class B Preferred securities and
all of thc Class B Common voting stock in the SPE. The AIG-FP subsidiary would charge the _
counter-party or the SPE an annual fee. Cash in the amount invested by AIG-FP would be used
by the SPE to purchase highly rated debt securities. AIG-FP initially proposed that the SPE

would purchase and hold a 30-year zero coupon bond issued by an affiliate of AIG-FP which, at



maturity, would pay an amount equal to the counter-party’s initial capital investment in the SPE.
In its marketing materialslfor ihe C-GAITS structure, AIG-FP ident_ified asa be.neﬁt of the
transaction for the counter-party reducing earnings volatility associated with the assets being
trapsferred to the SPE by the coﬁnter-pérty.

19. /I\IG-FPI requested and received SAS-50 letters from National Aﬁcounting Firm A
| addressing the. application of GAAP to th.e C-GAITS structure. AIG-FP uéed these SAS-50
letters to market the C-GAITS products to prospective and actuai counter_-parties.

20. National Accounting Firm A provided four SAS-_SO lefters to AIG-FP with regard

to potential C-GAITS transactions. These SAS-50 letters were dated April 23, 2(.)01,.May 16,

2001, November 29, 2001, and December 4, 2001.

21..  National Accounting Firm A’s April 23,2001 and May 16, 2001 SAS-50 letters
did not mention ahy fees payable to AIG-FP or discuss the GAAP effect of payment of such fees.

22. A draft of the April 2001 SAS-50 letter, considered by National Accouhting Firm
A in its internal pértner review, stated that the cash transferred to the SPE with other assets
would be invested in a “Zero Coupon note maturing in 30 yeafs issued by an affiliate of AIG.”
During internal discussions at National Accouhting Firm A, partn.ers -of National Accounting |
Firm A expréssed a concern that issuance of the zero coupon note by an affiliate of AIG-FP,
which would result in the payment to an affiliate of AIG-FP of approximately 20% of the SPE’s
total assets, could be viewed. as a return of AIG-FP’s capital investment. As. a resﬁl't, Nati_ohal
Accounting Firm A finalized the April 23, 2001 SAS-50 letter to state that the caéh transf efred io

the SPE along with other assets would be invested in a “zero coupon note maturing in 30 years,”



but the SAS-50 letter no longer specified who would issue the zero coupon note or whether an
affiliate of AIG-FP might issue the zero coupon note. National Accounting Firm A did not
withdraw or revise the SAS-50 letters it had issued in connection with the GAITS transactions,
which had contemplated that the SPE trust would purchase at closing of the transaction a zero
coupon bond issued by an affiliate of AIG-FP, or would enter into a defeasance swap that could
result in the SPE trust holding a zero coupon bond issued By an affiliate of AIG-FP.

23.  AIG-FP continued to propose the C-GAITS product to prospective countk_ar—parties
with a zero coupon note issued by an AIG-FP affiliate. In the marketing material, AIG-FP
informed the prospective counter-party that the contemplated accounting treatment wa.s “based
upon advice from [National Accoun_ting Firm A].” Subsequent to the April 23, 2001 SAS-50
letter, a partner of National Accounting Firm A who had participated in the drafting of the SAS
50 letter was copied by AIG-FP on distributions to a prospective counter-party of structure
diagrams and marketing material for the C-GAITS product that included 1n the proposed
structure a zero coupon note issued by an affiliate of AIG-FP. No C-GAITS transaction,
however, was ever consummated with a zero coupon note issued by an AIG-FP affiliate.

1. National Insurance Company A |

24.  On May 29, 2001 representatives of National Insurance Company A and its
outside auditors, National Accounting Firm B, participated in a meeting (not attended by any
AIG-FP employee) during which they discussed, among other things,__ “soft spots” noted by B
National Accounting Firm B in analyzing the accounting for a proposed C-GAITS transaction

with AIG-FP. These subjects included whether AIG-FP’s capital investment might fall below the
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rﬁinimum (3% capital investﬁent required by GAAP for deconsolidation of the SPE by National
Inéurance Cbmpany A if AIG-FP réceived a “large prepayment” of its fees or if .its fees were not
received in exéhange for services rendered by AIG-FP. On that same day, an empldyee Qf
National Insurance Company A advised at least one AIG-FP employee of the “soft spots"’..noted
by National Accounting Firm B and proposed that AIG-FP’s equity investment in the SPE be )
increased from 3% to 5%. By the end of that day, AIG-FP modified the prbposed C-GAITS
structure for National Insurance Company A to increase AIG-FI.’;S capital investment from 3% to
5.%. ,

25.  Duringthe .period frorh July through October 200 l; AIG-FP and Natiqnal.
Insurance Company A refined the terms of their proposed C-GAITS transaction to utilize real-
estate as.sets as National Insurance Company A’s contribution into the SPE and to specify that
National Insurancé Company A would pay a structuring fee directly to AIG-FP. At the request Qf
National Insurance Company A, AiG-FP requested that National Accounting Firm A prepare |
another SAS-50 letter.that addressed these ‘m.c_)diﬁcations to the structure. | |

26. AIG-FP received a revised draft of the SAS-50 letter on NoVember 20, 2001.
With respect to the payment of the “structuring fee” directly to AIG-FP by National Insurancé
Company A,.the draft SAS-50 1ett_er stated the following:

We also considered the effect of the structuring fee required to be
paid by Investor to the Class B Common holder, as managing
member, during the life of the transaction and for a minimum
period of five years. Our consideration focused on whether this fee
could represent a return of the initial investment of the independent
third party investor in the Class B interest thereby indicating that

its initial investment is inadequate. We observe, however, that -
even if the amount of the required payments (.50% of assets for
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_five years) were deducted from the initial investment by [AIG-FP]

in the Class B interests, its initial investment would still exceed the

minimum required by EITF Topic D-14. Therefore, without

further considering the nature of such payment, we concluded that

it does not affect the adequacy of'the initial investment required by

Topic D-14. '
The final version of this SAS-50 letter, dated November 29, 2001, contained the idenﬁcal
statements.

27.  AIG-FP proposéd the C.—GA ITS transaction to National Insurance Company A
with a zero coupon note issued by an AIG-FP affiliate. AIG-FP’s written marketing materials
sent to National Iﬁsurance Company A included a statement that AIG-FP’s summary of the
GAAP treatment for the SPE transactions was “based upon advice frorﬁ [Nétional Accounting
Firm A).” Although AIG-FP provided National Insurance Company A with a copy of the April
23,2001 SAS-50 letter, AIG-FP did not infofm National Insurance Company A that National
Accounting Firm A’s April 23,2001 SAS-50 letter did not address whether the zero coupon note
could be issued by an AIG-FP affiliate.

28.  National Insurance Company A did not consummate a C-GAITS transaction with
AIG-FP.

2. Nﬁtional Insurance Company B

29. In May 2001, AIG-FP proposed a C-GAITS transaction to National Insurance
Compahy B. National Insurance Company B asked National Accounting Firm B, its oﬁtside
auditor, to review the proposed C-GAITS transactions. An employee of AIG-FP informed

National Insurance Company B on May 30, 2001 — one day after the discussion between Nationai

Insurance Company A and AIG-FP discussed in paragraph 24 — that National Accounting Firm B-
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had identified several “soft spots” in the accounting analysis in response to a review of a similar
C.-GAITS transaction with another “insurance client,” whiéh was National Insufance Company
A. The AIG-FP employee told National Insurarice Company B that, in order to addf_ess these
“sqf't spots,” AIG-FP had agreed in connection with the prOpdsed transaction with the ot};er
" “insurance client” to increase AIG-FP’s capital investment above 3% and to receive the
| “overwhelming majority” of the fees from the SPE on an annual, rather than a lump sum, basis.
National Insurance Company B did not consummate a C-GAITS.:transaction.
3. National Insurange Company C
30.  OnOctober 15,2001, AIG-FP provided written marketing materials regarding a
C-GAITS product to another potential counter-party (“Natidnal Insurancé_Company C”), which
included a statement that AIG-FP’s surhmary of the GAAP treatment for the SPE transactions
was “based upon related advice from [National Accounting Firm A}].” These marketing materials
préscribed a 3% equity investment in the SPE by a wholly-owned éubsidiary of AIG-FP. |
31. AIG-FP did not inform Nation_al_ Insurance Company C that.N'ational Insurance
Company A had asked AIG-FP five monthé earlier to increase itsrsubstanti-ve capital investment
in the proposed C-GAITS transaction with National Insurance Company A from 3% to 5% to
address “soft spots” in the accounting analysis identified by National Accounting Firm B, as
discussed in paragraph 24. |
32. OnNovember 1, 2001, at the request of National Insurance Compaﬁy C, AIG-FP
sent a term sheet to National Insurance Company C in which AIG-FP increased its equity |

investment in the SPE from 3% to 5%. The increase in AIG-FP’s equity investment in the SPE
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was based upon comments to the proposed structure by National Accounting Firm B.. National |
Accounting Firm B, which had previously been involved in discussions with National Insurance
| Company A concerning the timing and nature of AIG-FP’s fees as described in paragraph 24,
was also the outside auditor for National Insurance Company C and AIG. The term sheet also
called for an annual fee of 50 basis points to be paid by the SPE to AIG-FP.

33. A November 9, 2001 revised term sheet coﬁtinued to propose that the SPE would -
purchase a zero coupon note issued by an affiliate of AIG-FP. Although AIG-FP provided
National Insurance Company C with a copy of the Aprilu23,' 2001 SAS-50 letter, AIG-FP did not
inform National Insurance Company C that the April 23, 2001 SAS-50 letter from National
- Accounting Firm A did not address whether the zero coupon bond could be issued by an AIG-FP
affiliate.

34.  National Insurance Company C did not consummate a C-GAITS transaction with
AIG-FP.

4. National Insurance Company D

35.  On December 14, 2001, AIG-FP provided written marketing materials proposing
a C-GAITS transaction to another potential counter-party (“National Insurance Company D”).
These marketing materials prescribed a 3% equity investment in the SPE by a wholly-owned
subsidiary of AIG-FP. The proposed transaction contemplated that AIG-FP would r-eceive an -
annual fee of 50 basis points to be paid by the SPE and that én affiliate of AIG-FP would issue a

zero coupon note to be purchased and held by the SPE.
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36.  AIG-FP’s written marketing materials sent to National Insurance Company D
included a statement that AIG-FP’s summary of the GAAP treatment for the SPE transactions
was “based upon related advice from [National Accounting Firm A).” AIG-FP provided
National Insurance Company D with a copy of the April 23, 2001 SAS-50 let‘ter. from National
Accounting Firm A, but did not point out that the letter failed to address in coﬁnection with the
C-GAITS structure whether the zero coupon bond could be issued by an AIG-FP affiliate.
National Accounting Firm A, which had issued the SAS-50 letté-r and had assisted AIG-FP'in
designing the C-GAITS structure, was National Insurance Company D’s outside auditor.

37.  AIG-FP did not inform National Insurance Company D that AIG-f'P had been
asked six months earlier during the prospective transaction with National Insurance Company A
to increase its substantive capital investment from 3% to 5% to address “soft spots” in the
accounting analysis identified by National Accounting Firm B, as discussed in pq;agraph 24.
Nor did AIG-FP inform National Insurance Company D that AIG-FP had been asked six weeks
earlier during negotiations over the prospective transaction with National Insurance Company C
to increase its subs;(antive capital investment from 3% to 5% tb address comments received from
National Accounting Firm B, as discussed in paragraph 32 above. AIG-FP also did not info_rfri
National Insurance Company D about issues raised two weeks earlier by the Board of Governors
of the Federal Reserve System and the Federal Reserve Bank of Clevelaﬁd (tqgether, the “Federal
Reserve”) concerning the accounting treatment for a proposéd C-GAITS trahsaction with a bank

holding company.
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38.  National Insurance Company D did not consummate a C-GAITS transaction with

AIG-FP.
IL The PAGIC Transactions

39.  AIG-FP consummated three C-GAITS transactions with one counter-party — The
PNC Financial Services Group, Inc. (“PNC”), of Pittsburgh, Pennsylvania, a bank holding
company regulated by the Federal Reserve and With a national bank subsidiary regulated by the
Comptroller of the Currency.

40.  During 2001, AIG-FP concluded _fhr_ee C-GAITS transactions with PNC (the
“PAGIC transactions”). AIG-FP formed two limited liability corporation SPEs for each of the
PAGIC transactions (each a “PAGIC entity”). As a result of the transactions, the PAGIC entities
held approximately $754 million in loan and venture-capitél assets previously held by PNC. A
purpose of the PAGIC transactions was to permit PNC to remove frém its financial statements
the assets that it transferred to the PAGIC entities and to record on its financial statements PNC’s
preferred share investments in the PAGIC entities as available for sale securities. PNC could
obtain this accounting treatment only if the three C-GAITS transactions satisfied GAAP
requirements for deconsolidation of the PAGIC entities from PNC’s financial statements.

41.  On May 29, 2001 — the same day that AIG-FP had discussed the potential C-
GAITS transaction with National Insurance Company A discussed in paragraph 24 — AIG-FP
representatives traveled to Pittsburgh, Pennsylvania, to provide written marketing materials and
make an oral presentation to PNC regarding a potential C-GAITS transaction. AIG-'FP proposed .

that indirect wholly-owned subsidiaries of AIG-FP would invest 3% equity in the PAGIC entities
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and that AIG-FP would receive an annual fee of 75 basis points (0.75%) of certain of the SPE’s
assets (including assets transferred by PNC and cash held by the SPE).

42.  AIG-FP did not inform PNC that AIG-FP had been asked during the prospective
transaction with National Insurance Company A to increase its substantive capital i.nvestment
from 3% to 5% to address ‘““soft spots” in the accounting analysis identified by National
Accounting Firm B, as discussed in paragraph 24. |

43.  AIG-FP also proposed that an affiliate of AIG-FI; issue a 30-year zero coupon
note to be purchased and held by the SPE. AIG-FP’s written marketing materials given to PNC
included a statement that AIG-FP’s summary of the GAAP treatment of thé SPE transactions was
“based upon advice from [National Accounting Firm A] related to corporate accountin-g.”
Although AIG-FP provided PNC with a copy of the April 23, 2001 SAS-SO .letter, AIG-FP did
not inform PNC that the April 23, 2001 SAS-50 letter from National Accoimting Firm A did not
address whether the zero coupon note could be issued by an AIG-FP affiliate.

44.  PNC obtained written advice ﬁom its outside auditor for each PAGIC transaction
that the structure aé ultimately agreed upon by AIG-FP and PNC éatisﬁed the GAAP
requirements for deconsolidation under GAAP. PNC’s outside audifor at the time of the PAGIC
transactions was National Accounting Firm A, which had assisted AIG-FP iﬁ designing the C-
GAITS structure as well as one of the GAITS structures and had‘ issﬁed the SAS-50 letters to .
AIG-FP.

45.  OnJune 18, 2001, PNC requested AIG-FP to change the issuer of the 30-y§ar zero

coupon note from an AIG-FP affiliate to some other issuer. PNC explained to one AIG-FP.
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employee that National Accounting Firm A had requested the change because although National.
Accounting Firm A believed that the C-GAITS structure “works using [an] AIG Zero,” I\iétibnal
.Accounting Firm A believed there was a risk that the SEC might view the issuance of the zero
‘coupon note by an affiliate of AIG-FP as a retumn of the capital invested by AIG;FP in the
PAGIC entity. PNC _and AIG-FP thereupon substituted a bond issued by the United States
Treasury for the 30-year zero coupon note to be issued by an affiliate of AIG-FP.

46.  Notwithstanding the concern expressed by PNC, based on the opinion of National o
Accounting Firm A concerning the risk that the SEC might view the issuance of the zero coupon
note by an affiliate of AIG-FP as a return of the capital invested by AIG-FP in the PAGiC entity,
AIG-FP continued to market the C-GAITS product to other prospective counter-parties with. the
inclusion of a zero coupon note from an AIG-FP affiliate and did not inform those counter-
parties of the accounting concern raised by National Accounting Firm A through P_NC. The
written marketing materials stated that AIG-FP’s summary of the GAAP treatment for the SPE
transactions was ‘“‘based upon related advice from [National Accounting Firm A].” At the tirhe of
the C-GAITS transactions between PNC and AIG-FP, National Accounting Firrh A had not
revised or withdrawn the SAS-50 letter it had provided to AIG-FP in connection with the GAITS
transactions that contemplated that, at closing of the transaction, the SPE trust would purchase a
zero coupon note issued by an affiliate of AIG-FP.

47. In each of the second, third and fourth quarters of 200._1, AIG-FP and wholly- -
owned indirect subsidiaries of PNC entered into a PAGIC transaction. The first PAGIC

transaction (“PAGIC I”) closed on June 28, 2001 (two days before the end of PNC’s second
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quarter). The second PAGIC transaction (“PAGICII”) closed on Sei)tem_b_er 27, 2001 (three days
before the end of PNC'’s third Quarter). In the PAGIC I and PAGIC II transactioﬁs, PNC
transferred to the PAGIC entities participations in a number of loans held by PNC'’s principal
bank subsidiary, PNC Bank, N.A. PNC viewed the underlying loans as presenting é substantial
" risk of loss to PNC. The third PAGIC transaction (“PAGIC_ II”) closed on November 30, 2001.
In this transaction, PNC transferred to the PAGIC entities venture-capital investments it held.
PNC viewed these assets as being silbject to volatilé changes in \;alues over.short periods of time.
PNC' treated the PAGIC transactions as cqmplying with the requirements for deconsolidation
‘under GAAP. PNC therefore removed the assets it transferred to the PAGIC entities ﬁ‘pm PNC’s
* financial statements and recorded PNC'’s preferred share investments in the SPEs as available for
sale securities, With changes in the value of the preferred share investrﬁents therefore being
recorded in the “Other Comprehensive Income” line item within the Shareholderf_s Equity section
of PNC’s balance sheet. |

48. Th'e PAGIC transactions failed to satisfy the GAAP requi_remént for non- -
consolidation of the SPE that AIG-FP, as the independent thir&-party investor in the SPE, make a
substantive capital investment in the SPE of a.;c least 3% of the SPE’s assets. Under GAAP,
structuring fees paid by the SPE ora transaction counter-party to an investor in the SPE should
be deducted from the investor’s caj)ital investment for purposes of détermining compliance with
the capital investment requirement for non-consolidation of fhe SPE. Natioﬁal Aécbuntiﬂg Firm
A did not address thé need to deduct structuring fees paid to AIG-‘.FP'in the SAS-50 letters ihat

‘were issued to AIG-FP regarding the PAGIC transactions. The payment of structuring fees to
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AIG-FP in the P.AGIC transactions reduced AIG-FP’s “substantive capital investment” Be]ow the
| “minimum 3% 1eVe1 required by GAAP. After deducting the structuring fees received by AIG-FP
at the closing of each PAGIC transaction, the capital investment made by AIG-FP was less than |
the 3% minimum required by GAAP. Hence the loan participations and venture-éapital assets
that PNC transferred to the PAGIC entities should have been included in PNC’S financial
stafements and regulatory reports.

49.  The fees paid to AIG-FP in each of the PAGIC transactions were characterized in
the closing documents as a “fee to Managing Member” or, in some instances, as “management
fees owed by the Company to the Managing Member,” and not as structuring fees. AIG-FP
~ intended such fees.to compensate AIG-FP for structuring the transaction and for taking the assets
and liabilitigs of the PAGIC entities onto its balance sheet, and not for providing management
services to the SPEs. Asa result, the fees paid to AIG-FP had the effect under GAAP of |
reducing AIG-FP’s capital investment below the level required for deconsolidation of the SPEs
by PNC. |

50.  Because it deemed the fees received from the PAGIC transactions to be
structuring fees or balance sheet rental fees that were fully earned immediately, rather than fees
for management services to be rendered to the PAGIC entities, AIG-FP recognized in its own
earnings reports in the year ending December 31, 2001, the entire amount of the present value of
fees for the initial five years of the PAGIC transactions. AIG-FP informed its outside auditors,
National Accounting Firm B, that AIG-FP had performed all services necessary tb earn the initial.

five years of the fees at the outset of each of the PAGIC transactions.
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51. PNC thus improperly treated the transfers of assets to the PAGIC entities as éa]es
of those assets that permitted PNC not to report them on its regulatory repo.rts é.nd financial
statements. Applying GAAP requirements, PNC should have included the assets of the PAGIC
entities in PNC'’s regulatory reports and financial statements: i.e., PNC .Should have conéolidated
the PAGIC entities, which held those assets, into those statements and reports.‘ PNC was
subsequently requireci to report these assets in its regulatory reports and financial statements by
consolidating the PAGIC entities, and was required by GAAP té classify them as “held for sale”
assets. PNC’s initia_l failure to consolidate fhese assets, combined wifl;l the “held for sale”
classification they received when subsequently re-consolidated on PNC’s balénce sheet, resulted,
- among other things, in (a) a material overstatement of PNC’s earnings per share for the third
quarter of2001 by 21 .4%, (b) a material understatement of PNC'’s fourth quarter 2001 losé per
share of approximately 25% in a January 3, 2002 and January 17, 2002 préss rel¢'ase, (cj a
material overstatement of 2001 earningé per share by 52% in a January 17, 2002 presé release,
(d) a material understatement of the amount of PNC’s nonperforming assets, and (e) a material
overstatement of the amount of reduction in lbans held for sale and an overstatement in the '
amounts of securities available for sale.

52. By the time PAGIC III closed on November 30, 2001, AIG-FP had received the
SAS-50 letter from National Accdunting Firm A addressing the proposed C-GAITS transaction
with National Insurance Company A, aé discussed in paragraph 24. The revised draft noted the

~ possibility that a structuring fee paid to a managing member “could represent a retum of the
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initial investment” of AIG-FP, “thereby indicating that its initial investment is inadequate.” The

‘revised draft continued:
We observe, however, that even if the amount of the required
payments (.50% of assets for five years) were deducted from the
initial investment by an affiliate of AIG FS in the Class B interests,
its initial investment would still exceed the minimum required by
EITF Topic D-14. Therefore, without further considering the
nature of such payment, we concluded that it does not affect the
adequacy of the initial investment required by Topic D-14.
AIG-FP did not provide PNC with a copy of this revised draft SAS-50 letter or inform PNC of
this concern.
53.  OnOctober 23, 2001, the Federal Reserve sent a letter to PNC expressing the
Federal Reserve’s concern about PNC’s decision not to record in its financial statements the
assets it had transferred to PAGIC I and PAGIC I Subsequently, PNC informed AIG-FP that
PNC was in discussions with the Federal Reserve regarding the first two PAGIC transactions
having previously informed AIG-FP in September 2001 that the Federal Reserve had “signed
off”on PAGIC I. Afterreceiving the Federal Reserve’s letter, PNC postponed the closing of the
PAGIC III transaction, but told an AIG-FP employee that PNC was confident of a favorable
review. On November 7, 2001 a PNC employee advised an AIG-FP employee that he had been
directed by his superiors at PNC to assume that the third PAGIC transaction would close (which
it did on November 30, 2001). In connection with a proposed C-GAITS transaction with another
bank holding company, AIG-FP learned in mid-November 2001 that the bank holding company

intended to discuss the proposed C-GAITS transaction with the Federal Reserve, including the -

contemplated accounting treatment for the proposed transaction. In late November 2001,
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AIG-FP received a copy of that bank holding company’s presentation to the Federal Reserve
concerning the proposed C-GAITS transaction, which addressed (among other things) the
contemplated accounting treatment for this transaction. Although AIG-FP had told prospective
counter-parties that other C-GAITS transactions had been consummated, AIG-FP did not inform

other counter-parties that actual and prospective C-GAITS transactions, including the

~ contemplated accounting treatment for such transactions, had come under review by the Federal

Reserve.
III. AIG-FP’s Unwinding and Restructuring of the GAITS and C-GAITS Transactions
54. By January 29, 2002, AIG-FP learned of PNC’s decision to consolidate the

PAGIC transactions onto PNC’s financial statements due to accounting flaws. AIG-FP also

learned thereafter that National Accounting Firm A, which had earlier issued SAS-50 letters to

AIG-FP addressing the application of GAAP to the similarly structured GAITS products, had
concurred in PNC’s decision to consolidate the PAGIC transactfons. |

55.  On February 7, 2002, Nation_al_Accounting Firm A sent a letter to AIG-FP |
requesting that AIG-FP discontinue the use of the C-GAITS SAS-SO letters prepared by National

Accounting Firm A. The letter stated:

We have become aware that in today’s regulatory environment
there have been challenges to the accounting treatment of certain
transactions that are similar in some, but not all, respects to the
hypothetical transactions addressed in the referenced opinions. In
light of these challenges and the potential for a range of factual -
differences among structured transactions that may affect their
financial reporting treatment, we believe it would be prudent that
the referenced opinions no longer be used.
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56.  OnJuly 18, 2002, the SEC instituted an administrative proceeding in Whiéh fhe
SEC issued an Order Instituting Pft;ceedings that concluded PNC’s accounting for the PAGIC
transactions did not conform to GAAP. PNC consented to the issuance of this Order Insﬁtuting
Proceedings without admitting or dénying the ﬁndings made by the Commission. Concurrently
therewith, the Board of Governors of the Federal Reserve Systém announced that PNC and the
Federal Reserve Bank of Cleveland had entered into an agreement requiring PNC to improve its
management structure, corporate governance, risk management practices, regulatory
communications, and internal controls, in order to address matters relating to compliance wi.th
GAAP and related matters. |

57.  OnJanuary 22, 2003, AIG-FP and PNC liquidated the PAGIC entities in
accordance with their terms following conversion by PNC of its Class A Convertible Preferred
securities into Class A Common stock. |

58.  OnJune 2, 2003, PNC ICLC Corp. (“PNCICLC”), a wholly-owned indirect
subsidiary of PNC, entered into a Deferred Prosecution Agreement with the United States
Department of Justice. As part of that Deferred Prosecution Agreement, PNCICLC
acknowledged and accepted responsibility for its behavior as set forth in a Statement of Facfs
incorporated by reference into the Deferred Prosecution Agreement. That Statement of Facts
acknowledged, among other things, that each PAGIC transaction violated the GAAP
requirements for deconsolidation of fhe PAGIC entities by PNC.

59.  Despite the events described in paragraphs 54-58, neither AIG~FP nor National

Accounting Firm A took steps to modify the five previously consummated GAITS transactions to
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address the deficiencies in the countey-parties’ GAAP treatment of those _transactions that ha.d '
been identified in connection With_ the C-GAITS structﬁre. National Accounting Firm A did not
withdraw the deficient SAS-50 letters related to .the GAITS transactions, and it did not urge AIG-
-FP either to restructure or unwind the noncompliant transactions. In addition, N_gtional |
" Accounting Firm A, which was the outside auditor for the two counter-parties to the GAITS
transactions at the time of the events described in paragraphs 54-58, did not notify those counter-
parties of the deficiencies in the GAITS transactioﬁs.. Among oﬂ#er things, National Accounting
Firm A did not recommend an increase in the equity investmem by AIG-FP in the SPEs to make
-up for the structuring fees received b.y AIG-FP from the counter-parties or the SPEs, which
reduced AIG-FP’s capital investment below the minimally acceptable level under GAAP needed
to acﬁieve non-consolidation. Nor did AIG-FP recommend any such change. Further, AIG-FP
and National Accounting Firm A did not recommend replaceﬁent of the zero coqbon bond
issued by aﬁ aﬁiliate of AIG-FP in thosé transactions and never inf bnﬁed the counter-parties to
the GAITS transactions that the GAITS structures might not satisfy the requifeﬁents for non-
consolidation undef GAAP because of the presence of a zero cbui)on bond issued by an affiliate
of AIG-FP in those transactions.

60. AIG-F P and its counter-parties did not unwin(i or restructure the GAITS
transactions unﬁl April 7, 2003 (oﬁe transaction unwound), May 5 2003 (two transactions
unwound) and.September 25,2003 (two transactions restructured).

| 61.  There are other matters known to the parties that are not included in this

Statemenf of Facts.
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UNITED STATES DISTRICT COURT
S@UTHERN DISTRICT OF NEW YORK

SECURITIES AND EXCHANGE COMBIISSION,

Pilaintiff,

ﬁéﬁiv._/’f@(“’mgiﬁﬁ

LI S T R Y

AMT,RICAN INTERNATIONAL GROUP, INC.,

LRI 1

Defendant.

AMIERICAN INTERNATIONAL GROUP. INC,

The Securities and Exchange Commissien having filed a Complaint, and Defendant
Amcnican International Growup, nc. (*Defendant”) having entered a peperal appearance;
consented to the Court's psisdictien ever Defendant and the subjec? maiter of this actien;
conserted 1o entry of this Final Judgment without adinitting or denying the allegations of the
Complaint {except as to risdietion); waived findings of fact and conclusions of law; and waived
apy right to appeal from this Final Judgment:

I.

IT IS HIEREBY ORDERED, ABJUDGED, AND DECREED that Def endant and s
agents, seryants, employecs, attormey |, and all persons in active concert or participation with
them who rescive actual notiee of this Final Judgment by personal service or etherwise are
permanently restrained and cnioined from violating Sectisn 17(a} of the Sceurities Act [15

US.C.§ 77g(a}] inthe offer or saicofany security by the use of any means or instruments of
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franportatien Or cemmunication in interstate commerce or by use of the mails, dircctly er
indirectly:

(a) te employ any device, scheme, or artifice te defrand;

{b) 10 obias money er properiy by means of any unirue statermnent «f a material fag
or any omission of a material fact necessary in order % make the statements
rwade, m light of the cieimstances under which they were mude, ast misleading;
o

{c) to engage m any transactien, practice, or cowrse of business which operates »r
would eperate as a fraud or deceif upon the purchaser.

i1

IT IS FURTHER ORDERED, AGJUDGED, AN DECREED that Befondant und its
agents, servants, smnployees, attemeys, axd ail persons in activecencert or participation with
them who receive actual notice of this Final Judgmest by personal sorvice er otherwise are
permanent]y Testrained and enjoined from vielating, directly or indirectly, Sechon 18(h) of the
Exchange Act (18 US.C. § 78b)] and Rule 1805 {17 C KR, § 240.10b-3], by using any meums
o1 instyumentality of interstate commerce, oy of the mails, #r of any facility of any national
secoritims exchange, in connection with the purchase ar sale of any securily:

() ' cmploy any device, scheme, or artifice to defraud;

{t:  to make anyuntrue statement of amaterial £t or to ot 1o state a mateniai fact
necessary in erfer o make the statements made, in the light of the circumstasices
undyy which they were made, not misicading; or

{c} {0 engage m any acl, praciice, #r course of business which operates or would

operate as a fraud or #eceit upwn any persen.
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1IL
ITIS FURTHER ORBERED, ADJUDGED, AND DECREED that Defeadant and its
aments, seyvants, employoss, alierneys, and all persons In active cencert or participation with
them who recelve actual notice of this Final Judgment by personal service or otherwise are
pesmanently zestrained and enjoined fom vielaoing Ssction 13{a} of the Exchange Act[15
U.S.C. § 78m{a}] er Ruics 126-28, 13a-{ or 132-13[17 C.F. R §§ 240.128-20, 246.13a-1 and
246.)3a-13], by, directly or indirectly:

(A) failingto file with the Commission any repect reguived to be filed with the
Commission pursuant to Section 13(a) of the: Exchiange Act {15 U.S.C. §78m(a)),
and the rules and reguiations promulgated thereunder; or

(8) filing with tee Commission a report reguired to be filed with the Commissisn
pursvact to Sectten 13{z) ofthe Excharnge Act [13 US.C §78m(a}] and the rules
and rcgulasons promulgated thereusnder that {1) contains an wntruc statement of
matenal fact; (2) fails © include, in addition to the information required to be
stated in such report, such funher matesial information as may be necess4ry to
make the roquired statements, i light of the circumstances under which they are
made, nct misleading; or (3} #ails to disclose asty infesmation required te be

disclosed theren.
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Iv.

IT IS FURTHER @RDERED, ADJUDGED, AND DECREED that Defendant and its
agents, sexvants, employegs, attorneys, and al persons inactive concert or participation with
them who receiveactual sotice of this Final Judgment by pessonal service or otherwise are
permanenidyrestrained and enjoined fom violating Section 13{w}{(2) and 13(w}{5) of the
Exchanpe ActiISUS.C § 78m(b)(2) and § 78m (b)(5)] and Rale 13b2-1 [17CER.§
240.13b2-1] by, directly or indirectly:

{A) failing to make and keep books, records and accounts, which, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the asseis of an
issuer;

(B) failing to devise and maintain a systcm of mteraal accounting centols sufficient
to provide reasonable asswsances that .

{h wansactions are executed m ascordance with management’s general sr
specific authorization;

(2)  transactions arerecorded as nccessary {0 permit prepasation of fmzancial
statcments in condormity with generally aceepted accousting prineiples, or
any other cniteria applicalic 1o such staternents, and te maintain
accountability for assets;

{33  accessis assets is permitted only in accordance with management’s
generat or specific authorization: and |

(9} the rrcorded acooumability for assets is cempared with the existing assets
at reassnable intesvals and appropriate action is taken with respect to any

differcnces;
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{C) falsifytog, or causing to be falsified, any book, record or acceunt subject te
Section 13(b){2)(A) ¢f the Exchange Act [15 US.C. § 78m(b)(2){A)], or
(M knowingly circumverting & knswingly fziling to implement asystesa o f internal
accounting conkols or lnewingly falsifying any kook, recoid, or aecount
desctibed in Section 13(b)(2) of the Exchange Act [15 US.C. § 78m{b}{2)].
V.
iT I8 FURTHER @RDERED, ADJUBGED, AXD PECREE® that Defendant shail
disgorge $700,800,008 representing prefits gained as a result of the conduct alleged m the
Cemplaint, pursuant to Sectien 21{(dX 5} of the Exchange Act {15 U.S.C. § 78u{d}{5)) andpay a
civil penalty in the ambunt of $ 180,000,006 pursuant to Section 20{d) of ihe Securities Act
[15 U.S.C. § 77t{d}] and Section 21{d)(3) ofthe Exchange Act [i5 US.C.. § 78u{d)(3)].
Defendant shall sswsfy this obligation by paying a total of $8(i, 008,080 within ten business days
after the entry of trits Fimal Judgment te the Clerk of this Ceurt by iueans of a wire tzacsfer,
cettified check, bank cashier’s cheek, or United States postal money srder payable to the Clerk
of the Cout, wegether with a cover letter identifying American Interna¥onal Group, Inc. asa
defendantin this action; setting forth the title and ¢ivil action number of this action and the name
of this Court; ard specif ying that payment is made pursuant to this Final Judgment. Defendant
shall sunaltaneously transmiit photocopies of such paynicnt and letter te the Conunission’s
counsel in this action, Robert J. Keyes, U.S. Sceurities and Exchange Corunsssion, Northeast
Regional Office. 3 Werld Finaneial Conter, Rewm 4388, New Yeork. New York 19281-1022.
Defendant shall pay post-judgment interest o any dekinguent amounts puisuant to 28 US.C.
§ 1961, By making this payment, Defendaat relinquishes al legal and equitable right, title, and

imerest  such funds, and ne part of the funds shall be teinmed to Defendant. The Clesk shall

(¥
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deposit the funds into an interest bearing account with the Court Registry Investment System
("CRIS™. These funds, together with any interest and income eamed thereon {cellectively, the
“Fund’?, shall be hield by the CRIS wil fwther order «f the Court. In accordance with 28
11.8.C. § 1914 and the guidejines set by the Dirsctor of the Adminjstrative Office of the United
States Courts, the Clerk is directed, without Turther order of this Couit. {0 deduct #orn the
income carned on the money in the Fund a fec equal te two percent of the income eamed on the
Fund. Such fee shall not exceed that anthorized by the Judicial Conference of the United States.
The Commission shall by motion, subject to the Coust’s approval, propose a plan to
distribute the Fund for the benefit of investors, including, but not fimited to, some or all of the
roembers of the putative class in any Related Invesior Action, pursuant te the Fair Fund
pravisions of Section 388(a) of the Sarbeses-Oxley Act of 2882, Regardless of whether any
such Fair Fund distribution is made, amounts ordered to be paid as ¢ivil penaitios purseant to this
Judgerent shall be treated as penalties paid e the government for all purpeses, including all tax
puiposzs. To preserve the deterrent effect of the civil penalty, Deferndant shall nat, after sffset or
reduction of any award of compensatory damages in any Relatcd Investor Action based on
Oefendant’s payment of disgorgement in this action, argue that itis entitied 10, ner shall it further
benedit by, otf set or reduction of such conpensatory damages award by the amount of any part
of Defcndant’s payment of a civil penalty in this action {‘Penaity Offset”). if the court in any
Related Investor Action grants such a Penalty Offset, Defendant shall, within 30 days after entry
of a final order granting the Penalty Offset, notify the Cemmissiwn’s counscl in this sctien and
pay the amount of the Penalty @ff set tirthe United States Treasury or to a Fair Fund, as the
Commission directs. Such a payment shall et be deemed an additional civil penalty and shall

nat be deemed 1o change the amet of the civil peralty iinposed in this Judgment., For purpeses
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of this paragraph, a “Related Investor Action” means a private dansages action bronzkt against
Befendant by or on behaif of one or more investors based on substantialiy the same facts as
alleged in the Comptlaint in this action, inclhuding but not Hmited to the iawsuits that have been
consoitdated as In re American international Greup, inc. Securities Litigazien, Naster No. #4
Civ. 8142 (JES) (SDNYL
VI,
1T 18 FURTHER OGRDERED, ADJUDGED, AND BECREED that the Consent is
ineezporated hevein with the sane foree and effect as if fully set forth herein, and that Defendant
shall comply with all ofthe undertakings and agreements sa forth therem,
YIL
IT iS FUKTHER ORDERED, ADJUDGED. AND DECREED that this Court shall

retam urisdiction of $hits matter for the purposse of enforcing the terms of this Final Judgment.

2% ORDERED.

Datad: ﬁﬂ/jf; /}5 2086

New York New York

B o F;EMY s 3
(- A . e w_:g‘f‘"ﬁ é {:’, o
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CONSENT AND UNDERTAKINGS OF DEFENDANT
AMERICAN INTERNATIONAL GROUP, INC,

I. Defendant American International Greup, Ine, {“Defendant” orAJG™) waives

service of a sumamons and the complaint in this achen, enters a general appearance, and akmits
the Court’s jurisdictien over Defendant and over the subject matter of this action.

2 Without admitting or denying the allegations of the Complaint {except as to
personai and subject matter jurisdiction, which Defendant admits), Defendant hereby consents to
the eny of the Final Judgment in the form attached heseto (the “Final Judgraent”) and
insorporated by reference herein, which, among other things:

a. permanently restrains and enjoins Deferdant from viclason of Scction 17{a) of
the Sceurtties Act of 1933 {“Securitics Act™, Scctions 10(h), 13{z), 13(b)(2){A)
and (B}, and 13(b)(5) of the Securities Exchange Act of 1934 {“Exchange Act™),
an# Rules 10b-3, 12b-20, 13a-), 13a-13, and 13b2-|;

b orders Defendant to pay disgorgement in the amount of $700,000,000; and

¢. orders Defendant to pay a civil penalty in the srnount of $100,000,000 under
Section 20(a) ef the Sscurities Act {15 U.S.C. § 771(d}] and Sectien 21{dX3} of
the Exchiange Act [15 US.C. § 780(d}(3)}

3. Defendant acknowledges that Cermnission shall by motion, subject te the Court’s
approval, prepose a plan to distribute the disgergeinent and civil penalty paid pursuant te the
Final Judgmoent, together with any intemst and incon:e earnad thereon, for the benetit of
investers, including, but not limited to, some or all of the members of the putative class in any
Reluted Invesisr Action, pursuant te the Fair Fund previsiens of Section 383(a) of the Sazhanes-

®dey Act 0f 2002, Regardless wfwhether any such Fair Fund distiibutien is made, the civil
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penalty shall be treated as a penalty paid to the govemment for all purposes, including all tax
purpases. Te preservethe deterrent effzct of the civil penaity, Defendant agrees that it shall not,
afier ofTset or reduction of any award of cempensatory damages inn 2ny Related Investor Action
¥ased on [¥efendant’s payment of disgorgement in this action, argue that it is entitled to, nor shall
it further benefit by, off'set or reduction of such cenpensatory damapes award by the amount of
any part of Defendant’s payment of a civil penalty in thus action {“Penalty Offset™;. I the court
many Relatsa Investor Action sxnts such a Penalty Offset, Wefendant agrees that it shall, within
34 days after uniy of a2 {inal order granting the Penalty Gfiszl, noafy the Coinmission’s cenrsel
in this action and pay the ameunt of the Penalty @ifuet to the Laited States Treasury or lo a Farr
Fund, as the Cogmusssion directs. Such a payment shali not be deemed an additional civil
penalty and shall not #:e deemmed to change the amount of the civil penalty imposed in this sciion.
For purweses of this paragraph, a “Related Investor Actren” mexns a private damages action
hroupht against Defendant by or on behalf of one or more investots bassd on subsiantially the
sarne facts as allegexd in the Complaint i this actien, including but not iimited to the lawsuits that
have been conschidated as /n re American International Group, Inc. Securities [itiyaticn, Master
File No. 04 Civ. 8142 (JES) (SDNY).

4. Pefendant agrecs to comply with the foillowing undertainngs:

A. Rstention of a Consultant

1. AJG amess to retain, pay for, and entet intoan agresment with a
consuitant {*Consultant™}, not unaccentableto the Commission Staff, in
consultation with the Attarney General of thie State of New York (the
“Attorney General " and with the Soperintendent of Insurasce of the Staje

of New Yurk (thc “Superintendent”), to conduct 2 cemprehensive
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examination and review of the areas specificd below and 1o make
recommnendations to AIG’s Bsard of Directors and the Cesrmission Staff.
The Consuitant’s compensation smd expenses shall be horpe exclusively
by AlG, and shall not be deducted from any ameunt due under the
provisions of the Fmal Judgment.

a. Tacagreement shall previde that the Conmultant examine:

i, Al s internal centrsls over financial reporting {the Consultant
may, if appropriaie, rely en AlG's independent accountant’s
attestation and repeit on manasement’s assessruent of the
effectivensss of AlG’s internal contied structuse and procedures
pursuasntto Section 404 of the Sarbanes-Oxley Act);

il,  The organization and reporting structure of AIG’s internal audit

N departioent and AIGs disclosure commitiee {which is described in
Fxhibit A);

iii.  The policies, procedures and effectivencss of A1G's regulatory,
cempliance and legal functions. including the operations of any
commitiees established 10 review and approve iransactions or for
the purpsse of preventing the recsrding of ®ansactions or financial
reperting results in 2 manner inconsistent with Generally Accepted
Accounting Pitnciples (*GAAP™);

iv, AIG’s records management and retention palicies and proveduges:

i}
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v.  The adequacy of whistleblower procedures designed to aljow
empleyees and others to report confidentially matters that may
have bearing on AlG's financial reporting obligations;

vi.  AlGstraining and education program described in paragraph D.2,
below,

vii.  The refourss that AlG has smplemented as a result of the Review,
which are set torth m Exhibit A; and

vin. The adeguacy and ef! fe_:ctivmcss of the remediation plan described

in patagraph .1 below.

B. Consultand’s Reporiing Obligations

I,

The Consaltant shall issue a report to AlY’s Board of Threctors and to the
Commmnission Staff within three menths of appointment, provided,
however, that the Consultant may seek to cxtend the penod of review tar
one or more additional thrze-month terms by requesting soch an extension
from the Coramission’s Staff. The Commission Staff, after consultation
with the Attormey General and the Supenntendent, shall have discretion to
grzant such extensions as it deains reasonable and wairanted,

The Consultant’s report shall set forth the Consultant’s recommmendations
regardirig hest practices in the arcas speciiied in paragraph La.i through
}.a.vui above, mcludmg the Consaltant’s reconmendations fer any
changes m or improvements to AlG's policies and procedures that the

Consuitant reasonably deems necessary 1o conform to the iw and best

1
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pracices, and a procedure for smplementing the recorunended changes in
or improvemenis 10 AlS’s policies and procedurss.

3. AIG shall adept ali recommendatins contained in the repost of the
Ceusultant seferred to in paragraph B.2 abeve, provided, howsyer, that
within ferty-five days efreceipt of the report. AIG shall inwriting advise
the Censnliant and the Commissisn Staff of any resommendations that it
considers o be unnecessary or ingepropriate. W ith respect t¢ any
recomunendation that Al ceusiders nnnece.sary or inappropriate, AIG
need nol adopt that recommendation at that time but shall propese in
writng an alietnative pelicy, procedure sr system desiened to achisve the
same objective or purpesc.

4, Asteanyrecemmendation with respect te AIG s pelicics and procedures
on which AIG and the Consultant do net agrec, such pariies shall attemipt
in good faith to reach an agreerwent within ninety days of the issuance #f
lhe Comsultant’s report. Inthe svent AIG and the Consultant are unable to
agree on an alternative propesal, Ay willabide by the determinations of
the Consnltant.

5. AIG shall retain the Consultant for a period of three years frem the date «f
appsintment in accordance with the prsvizgions of parageaph C helow.
#nce the Corsuliant’s recsmmendations becorne final, the Consultan:
shall oversee the implementation of snch recommendations and provide a
report 1o AI(S s Bexxd of Wirectorsand fo the Commission Staff every

three months cenceming the progeess of such implementation. I, at the

12
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conclusion of thig three-yenr period, less than all recommended reforms
have been substantially implemented for at least two successive quarters,
the Commission Staff may, in its discretion after consuliation with the
Attomey Genetal and the Supenniendent, divect AIG to extend the
Consultant’s 1ern of appomntment uniil such time as all recommended
reforms have been substantially implemented for at least two successive
quarters.

C. Terms of Retention

Within forty-five days after the date of cntzy of the Final Judgment, AIG wil}
submit to the Conrmssion Staff a proposal setting forth the identity,
sualifications, and proposed terms of retention of the Consultant. The
Commussion Staff, within thirty days of such notice, will either {1) deem
AlG’s cheice of Consuliant and proposed terms of reteation not unacceptable
o1 (2) require AJG 0 propose an alternative Consuitant and/or evised
proposed terms of retention within fifteen days. This process w:lf centinue, as
necessary, wntil AIG has selested a Consuitant and retention termig thal are not
unacceptable © the Coaunission Saff. AIG shafl enter inlo an agreement
with the Consuliant that shall centain the following terms:
1. The Consultant shall provide AIG’s Board ¢f Directors and the
Commissien Staff with such decuments or other Inforination concerning
the arvas 1dentified in paragraph A above, as any of them may request

during the sendency or at the cenclusion of the review.

13
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2. The Consultant shall have reasonable access to all of the boaks and
records of AlG and its subsidiazies and the ability to meet privaicly with
the persennel of AIG and its subsidiaries. AIG may not sssert the
attsrney-client privilege, the protectien of thic work-product decttine, »r
any privilege as a ground fer nei providing the Consultant with
contemnporancous documents of other inf ormation related o the matters
ihat arc the subject of the review. AIG shall instruct and otherwise
encoutage its officers, dircctors, and employees 10 cooperate fislly with the
review cenducted by the Consultant, and wnform its officers, directors, and
cmployees that failure to ceoperate with the revicw will be grounds for
dismissal, sther disciplinary actions, or other agpropriate actions.

3. The Consultant shall have the right, as reasonable and necessary in his or
her judgment, te retain, at AIG s cxpense, attoraeys, accoustants, ard
other persons er firms, other than officcrs, directors, or employees of AIG,
10 assist in the discharge of bis or her obligations under the undertzkings.
AJG shall pay all reasonable fews and exponses of any persons or firns
retained by the Consultant,

4. The Consuitant shall make and keep netesof interviews conducted, and
keep a copy of documents gathered, yn cenyicetion with the performarice of
hix or her responsibilities, and require all oersens and fums retained o
assist the Consultant to do so as well.

3. The Consultant’s relationship with AIG shall not be treated as one

between an attorney and client. The Consultant will ot assert the
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attorney-chent privilege, the prstection of the work-preduct doctnme, or
srry privilege as a ground for not providing any fotmatien oblained in
the revicw sought by the Commission Sta¥f.

6. Ifthe Censultant determines that he or she has aconilict with respect to
one or more of the areas described in paragraph A orstherwise, he or she
shall delcgate his or her respansibilities with respect to that subject e a
person who is chosen by the Consuitant and who i net unacceptable te the
Commission Staff.

7. For the period of engagsasent and for a periof of two years fiom
complction of the eng:;gcm::m, the Consultant shall not enier into any
employment, consuiting, attforney-chent, auditing or sther professienal
relationship with A{G, or amy of its preserd or former subsidiariss or
affiliates, direciors, officers, employees, or agents acting in their capacity
as such; and shall require that any frm with which the Conaultant is
affiliated or of which the Consultant is & membes, or @y persan enpaged
o assist the Consultant in perfersnance of the Consuitant’s duties nnder
the Final Judgment not, without prior wiitten consent of the Commission
Staff, enter into any employment, consulting, atterpey-client, auditing or
other professicnat relamonship with AIG, or any of its present or former
subsidiaries or affiliates, direetors, officers, amployces, or agents acting in
their capacity as such for the peried of the engagement and fer a periof of

two years after the eagagement. For the purposes of this section,
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representafion of a person or fixm insired by AIG shall notbe deemed a
professional relationship with AIG.

8. AIG, including the Board of Directers and committees ofthe Board of
Bircctors of AIG, shall not assert, or permit its subsidiaries to asser?, the
attorney-clicnt privilege, the protectisn of the work-product doctrine, or
any privilege as 2 ground for net sroviding to the Consultant any
documents, information, or testimeny that AIG provided to the
Commission Staff which the Consultant has deemed necessar v for his or
herreview.

9, The Consultant shall treat and waintain infommatien of AIG and its
subsidiaries as strictly cenfidential and shall not disclose such infosmation
other than to the Commission Sta#t, and to the Consultant’s persennel,
agents or representatives who need 1o know such ief ormation for the
purposc e{the review contemplated herein, or as otherwise required by
law,

18. At the conclusion of the Consultant’s engagement, subject o the approval
of the Commissien Staff) after consuitation with the Attormey General and
the Superintendent, the Consultant shall vetumn to AIG all docenents
refiesting or referring to non-public business angd financial intermation of
AlG and its subsidiarics.

D. Additions] Undertskings
}, Withnn four montha after th eeniry of the Final Judgment. AIGwill draft a

remediation plan consisting of (i) steps to address and cerrect the caases of

16
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the mawrial weaknesses in internal conwols over financial reporting as
identified in AIG’s 2804 Form 10K, {(ii) a program te test {he operational
cffectivesess ofnew or eahanced controls; and (i) completien of
management’s testing of t}'le relevant significant conwols.

2. AIG agrees that it will establish and maintaiw a #aining and cducation
pregram, compiction of which will be required for {a} officers, exscutives,
and empisyses of AIG and its subsidiaries who are involved in the
oversight of accounting and financial reparting functions; (b} all
empleyces in AiG's legal division with responsibility for or oversight &f
AIG's accounting, financial reperting #r disclosuze obligations; and {¢}
other semior «fficers and executives of AlG and its subsidiaries, as
proposed by AIG and approved by the Consultant (colectvely the
“Mandatory Participank”).

3. The structnrs 2md operation of the ¥aining and education program shall be
reviewes aud appreved by the Consultznt. “The waining and education
program shall be designed te cover, at a minimum, the ollowing: (a) the
obligations impose# on AIG by the federal sccurities laws, including
Al{y’s financial reporting ans disclesurc obligations; {b} proper internal
accouniing controls and procedures; (¢) discovering and recegnizing
accounting practiczx that o not conform to GAAP or that are otherwise
mproper; and (d} ihe ebhigations assumed by, and responses expected of,
the Mandatory Pasticipants upon lesming of improper, ifegal or

potentially iltegal acts relating to AIG’s accennting and finaneial

17
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reporting. The Moard of Birectors shall commimicate to the Mandatory
Participants, in wrikng of by videe, its endorserent of the training and
education program.

3. Defendant waives the entry of findings of fact and conclusions of law pursuant to
Ruie 52 of the Federsl Rulws of Civil Procedure.

5. Defendant waives the right, if any, to a jury trial and to appeal Fom the eniryof
the Final Iudggment.

7. Defendant enters into this Consent voluntan!y and represents that ne thicais,
offers, promises, or mducemenis of any kind have been made by the Comnmissien or any
member, officer, employee, agent, or representanve o { the Commssion to induce Defendant to
enter into this Consznt.

8. Defimdant agrees that this Censent shall be incorporated into the Final Judgment
wath the same fsrze and cffect ag 1if hally set forth theren.

9. Peizndant will not oppose the soforcement of th:e Final Judgiment on the ground,
if any exists, that it fails to comply with Rule 65(d) of the Fedmeal Rules of Civil Precedure, and
hereby waives any objection hased thereon.

18, Defendant waives service of the Final Judgment and agrees that entry of the Final
Judgment by the Caut and filing with the Clerk of the Count will corstitate notice to Wefendant
of i1s teams and conditions. Defendant further agrees to provide connsel for the Cosnwmission,
within thirty days after the Final Tudament 1s filed with the Clerk of the Court, with an affidavit
or declaration stating that Defendant has received and read a copy of the Final Judgnent.

11, Congistent with } 7 CF.R. § 202.5(f), this Consent 1csolves only the claims

assetted against Defendant in thig civil proceeding. Defendant ackniowledges that ae gromise or

18
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representation has been made by the Commissien er any member, officer, employee, agent, or
representative of the Commission with regard to any ¢rimmal Jiability that may have arismn s}"
may arise from the facts undezlying this action or immunity frem asy such criminal Rability.
Befendant waives any claim ef Bouble Jeopaady hased upon the seftlcigent of this proceeding,
including the imposition ef any remedy, Defendant further acknewledges that the Court's entry
of a permanent injunction may have ssllatseal consequences under federal or state law and the
rules and regulabions of self-regulatory organizaticsns, licensing bsards, and other regulatory
organizaiions. Such collateral ssrsoquences include, but are not Emited to, a statutory
disqualification with respect to membezship or participation in, or association with a member of,
a self-yegulatory erganization. This statutory disqualification has censequences that are separate
fiom any sanction imposed i an adiministrative procesding. In zddition, in any disciplinary
preceeding before the Conxmission based e the ety of the injunction in this actien, Defendant
understands that it shall not be permitied o contest the factual allegations of the complaint in this
action.

12. Mefendant understands and agrees to comply with the Commission’s pelicy “not
to perntit a defendant or respondent to consent to a judgment or order that impeses a sanction
while denying the allegetion 1a the complaint or order for preceedings” 17 C.F K. § 2825, In
cempliance withthis pelicy, Defendant agrees: (i) nat totake any aciion or te make or perit to
be made any public statement denying, directly or indirectly, any allsgaton in the complaint or
creating the impiession that the complaint is without factual basis; and (if) that upen the {ihng of
this Consent, Defeiant hereby withdraws any papers filsd in this action to the extent that they
deny any allegation In the comypiaint. If Befendant ®reaches this agreement, the Cemunission

may petition the Caurt to vacate the ¥inal Judgment and restore this actio:y te its active docket.
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Nothing in this paragraph affects Defendant’s: {i} testumonial obligasions: or (i) right totake
legal o7 factual positions in litigation or other legal proeeedings in which the Commission is nnt
a party.

13 Defendant hereby waives any nights under the Equal Access te Justice Act, the
Small Business Kegulstory Enfoccement Faimess Act of 1894, or any other prevision of law io
seck from the United States. or any agency, or any efficial of the United States acting inhis or
her official capacity. dirsctly or indirectly, rsimbursement of attorney’s foes or other fees,
€XPENses, or costs expended by Befendant to defend against this action. Fer these putposes,
Defendant agrees that Defendant is not the prevailing party in this action since the parties have
reached a good faith setlement.

14.  ineupnection with this action and any related judicial or adminiswative
proceeding or investigation commenced by the Cemmission or to which the Commisston is a
party, Defendant (i} agrees to make its employees available for interviews with the Commission
Staff at such times and places as the Comumissisn S#ff requests upon reasonable ustice; (it} will
accept service by mail or facsimile transmission of notives #r subpoenas issued by the
Commission {or decuments or testimony at depositions, hearings, or #als, or ist connection with
any related investigation by Commission Staff; {iij} appoints Defenduni’s undersigned attomey
as agent to receive seyvice of such nosess and subpoenas; {iv) with respest ¢o such notices and
subpoenas, waives the ternitonial hmifs ont scrvice contained in Rule 45 of the Federal Rules of
Civil Procedureand any applicable lecal rules, provided that the Comunssion reimbusses
Defendant’s travel, lodging, and subsistence expenses at tie then-prevailing 11S. Govemment per
diem rates; znd {¥}omnsents to persanal jurisdiction over Defendant it any United States Bistnct

Court for purposes of enforcing any such subpoena.

28




Case 1:06-cv-01000-LAP Document 5 Filed 02/17/06 Page 21 of 25

15.  Defendant agreces that the Commission may present the Final Judgment to the

Court for signature and entry without fusther notice.
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16.  Defendant agrecs that this Court shali retam jurisdiction sver this matter for the

purpose of enforcing the terms ofthe Final Judgment.

Dated: 9-3}/ f//ﬁ A American Intﬂr;ai Group, Inc.
Maﬁm ullivan
Preswlent and Chief Executive Officer

STATE OF 7 W//A% )
COUNTY OF Jeeirt

On \a/ﬁ:- Lo ey /L2006, Fhaede s “;% T . aoerson knownto me,
porsonally appearod bc{ie me and acknowledged executing the foregoing Consent with full
authority to do so on behalf of American International Group, I, as its vy, @ (oF 7.

wHr i n & w& //éwf;"‘x‘{q;z
Notary Public
Commission expires:

SANDRA A. LSHONDS
Notwry Public, State of Naw York
”“"ﬁfu M%&w
Approved as te form: Cualifiad In New
pp oI Commiaion Expiras Ap 22, 2000

_~
, /j‘ﬂi? ffwb{{,;« /é'»/“-«t’wé Coha I~
Martin Flumenbawn, Esq.

Paul, Weiss, Eifkind, Wharteon & Garrison LLP
1284 Avenue of the Americas

New York, NY 10615-8064

{212) 373-3000

Altorrey for Defendant

e~ C&_, e R ot S8
Y JAOVUTRINY. SOV 3

felouasy /1 2006 el
Lt
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EXBIBIT A

American Interziational Greup, Inc. ("AIG”) epresents that AIGs current Senier
managesnent and 1ts Board of Dircetors have taken or are taking corperate gevernance
refems, including, among sther things:

a} ensuring that AIGs Audit Cemunitter and Regulatory, Complignec and Lz gal
Commitlee, respectively, will examine AIG's internal audit deparenent and the
compliance functiens within A{G’s legal departnent, including compliance with
al) of the termss and conditions cfthe Final Judgiment;

b} ensuring that & disclosure commiitice is establis bed to assist AIG's chief executive
officer and chief financral officer tn fulfilling their responsibility {er oversight of
the aceuracy and timeliness of the disclosures smade by AlG, that this committee
includes wunong s members AIG's chief compliance officer, chief acceunting
efficerand general counsel, and that the disclosure convmittee meets and confers
prier 1o signiticant SEC &lings and the issuance of eamings press refeases;

¢} esisblishing enhanced corporate govermuwe procedurcs as are developed in
discussiens between the Consultant appointed pursuant to the Fimal Judgrment, the
board, anid the neminating and corporatz gevernance cemmittee; and

& wstablishing & genersl insurance sisk-transfer pwlicy and implementing practices
and procedures for the evahation of suck risk transfer under GAAP and
applicable insurance regulatory accounting principles.
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CORPORATE RESOLUTION

The undersigred. L(é}"""l Lee.l\ k. S‘\én NeYithe Sentor Vice President and Sceretary
of American International Group. Ing. {(hereinafter “AIG™ or “the Corporation”), certifies that the
following resoiution was dely enacted at a meeting ef the Board of Birectors of AIG held on

Januweny 31, 2006 -

RESQGLVED: That each of Martin ). Sullevan, the President of the Corpocation. and
Brnest 1. Patrikis, the Senior Vice President and Ceneral Counsel of the Cocpocation. be and
herchy is authorized te act on behalf of the Corporation. and 1o negaotiate. approve. accept and
execute the “Consent and Undertakings of American Internationa: Group. Inc.” attached hereto.
in connection with the investigation conducied by the Sccurnities and Iachange Commission: in
this connestion, each of 8fartin L Sullivan and Ernest T, Patrikis be and hereby is authorized to
undectake such actions as he may deem necessary and advisable: including the execution of such
documentation as may be required by the Securitics and Exchange Commission in arder o carry
out the intent and purposs of the faregoing.

I further certily that the aforesaid reselution kas not been amended or revoked in any
respect and is still in full foree and effect,

IIN WIT™ESS WHEREOE, | have duly executed this Certificate as a sealed instenent as
the duly clected. qualificd and acting Seniec Vice Presiden: and Secrclary of American
International Group. Inc.. hercunto authorized this F#b day of Fehryuary
2006, -

AMERICAN INTERNATIONAL GROUP.INC,

Dawed: Feb rmd 7§ 2005, By:
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I'he partivs entitled to be notilied of the entry hereof and the names and addresses of their
respective atlorneys, if any, arc

Plainii{:

Ken C. Joseph, Esq.

United Stiates Securities and Exchange Commission
Northeast Regioral Office

3 Wearld Finangial Center

Room 4300

New York. NY [0281-1022

(2127 33¢-0097

Delendant:

Martin Flumenbaum, Es.

Paul, Weiss, Rifkind, Wharten & Garrison 1L1LP
1285 Avenuc of the Americas

MNeww Yark, NY 100149-a084

{2123 373-3000
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