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STATE REGULATORS: AIG INSURERS 
ABLE TO PAY CLAIMS 

Slate Solvency Standards Protect Policyholders 

KA A CITY, Mo. ( ept.17, 2008)- In the wake of news that the non
insurance parent company of American International Group (AIG) is facing a 
financial cri is, state insurance regulators quickly mobilized to ensure that 
policyholders of the insurance subsidiaries remained protected. This oversight 
will continue as AJG operates under the credit fac ility offered by the Federal 
Reserve. 

The National As ociation of Insurance Commissioners ( AIC) has 
established a working group to oversee AIG insurance interests in this 
fi nancial situation and to coordinate with federal regulators as needed. ew 
York State Insurance Superintendent Eric Dinallo is chair of the working 
group and Pennsylvan ia ln urance Commissioner Joel Ario will erve as 
vice-chair. 

"AIG ' s non-insurance parent company is federally regulated and, therefore, 
not held to the same investment, accounting and capital adequacy standards 
as its stale-regulated insurance subsidiaries," said NAJC President and 
Kansas Ln urance Commissioner Sandy Praeger. "The insurance subsidiaries 
are olvent and able to pay their obligations. In fac t, it will likely be the 
insurance subsidiaries - or their valuable blocks of business and high
quality a ets - that will be sold in an attempt to return the AIG parent 
company to a more stable fi nancial position." 

Why are the insurers in a position to help out the financially challenged 
parent? State insurance regulators have numerous actions they can take lo 
prevent an insurer from fa iling. Rating downgrades and drop in share price 
do not change an insurer 's ability to pay claims. From conservative 
accounting rules and mandatory annual CPA audits to investment 
regulations/l imitations and minimum capital/ urplus requirements, a tate 
insurance regulator's "toolbox" al lows insurers lo handle greater losses than 
other parts of the fi nancial sector in down-market cycles. Additional 
regulatory tool include perfo rn1ing ongoing fi nancial analys is of insurer , 
and on-site examinations. 

How are the policyholders protected, in the unl ikely event that the insurer 
fail ? Claims from individual policyholders are given the utmost priority over 
other creditors in these matters - and, in the unlikely event that assets are 
not enough lo cover these claims, there is still another safety net in place to 
prot t consumers: the tatc guaranty fund . The c fund arc in pla c in all 
tale . If an in uran e company becomes unable to pay claim . the guaranty 

fund will provide c erage. ubjcct to cenain limit . imi lar to the FOi ' 
cragc f. r bank a c unt . 
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This enti re solvency framework and afety net for policyholder is uni form in 
every state as evaluated by the AIC' Financial Regulation and 
Accreditation Program. 

How did the AIG parent get into fi nancial distres ? on-insurance entitles are 
not subject to the strict solvency framework appl ied to insurers. This allowed 
various non-insurers to engage in risky credit transactions (huge positions in 
credit deri vati ve swaps on mortgage-backed securities) wi thout the 
appropriate limits and minimum capital/ urplus to protect the company from 
a downswi ng in the mortgage-backed security markets. 

Per the federal Gramm-Leach-Bliley Act (GLBA), insurance regulatory 
authority only applies to actual insurance enti ties and transaction wi th those 
entities. Within AIG, there are 7 1 U.S. insurer ubject to this authority. The 
remaining 176 entities are split between fo reign entities and non-insurance 
U .. enti ties. The lead U.S. regulator of AIG financial holding company is 
the Office of Thri ft upervis ion (OT ), a federal banking regulator. 

"The key distinction here is that AIG 's insurance subsidiaries did not cause 
this cri s is - rather, they will play a critical ro le in the solution," Praeger 
added. "Calls for federal regulation of insurance in light of these events are 
simply unable to be supported. State regulatory oversight has kept the AIG 
insurance ubsidiarie olvent , despite the actions of its federally regulated 
parent and non-insurance entiti es. If future developments challenge that . . . . .. . . . -
olvency, there are state insurance regulatory safeguard in place to protect 

policyholders." 

About the AIC 

Headquartered in Kansas Ci ty, Mo., the ational A sociation of Insurance 
Commi ssioners ( AIC) is a voluntary organization of the chief insurance 
regul atory offi cial of the 50 states, the Di stric t of Columbia and five .S. 
territories. The AJC's overriding objective is to as ist state insurance 
regulators in protecting consumers and helping mai ntain the fi nancial 
stabili ty of the insurance indu try by offering fi nancial, actuarial, legal, 
computer, research, market conduct and economic experti se. Formed in 187 1, 
the AIC is the oldest association of state officials. For more than 135 years, 
state-based insurance supervision has erved the needs of consumers, industry 
and the business of insurance at-large by ensuring hands-on, frontline 
protection for con umers, while providing insurers the uniform platform and 
coordinated systems they need to compete effecti vely in an ever-changing 
marketplace. For more info rmation, visit www.naic.org/press home.htm. 
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