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Part |

ITEM 1 | Business

American International Group, Inc. (AIG)

is a leading global insurance organization. Building on 100 years of experience, today we provide a wide
range of property casualty insurance, life insurance, retirement products, and other financial services to
customers in more than 80 countries and jurisdictions. These diverse offerings include products and
services that help businesses and individuals protect their assets, manage risks and provide for retirement
security. AIG common stock is listed on the New York Stock Exchange.

Throughout 2018 we executed on our strategy to deliver long-term, profitable growth by improving
underwriting capabilities, mitigating risk and volatility by repositioning reinsurance structures and risk limits,
adding world-class talent and utilizing capital opportunistically to re-invest in the business. Looking ahead,
we continue to take decisive actions to enhance AlG’s positioning for the future.

In this Annual Report, unless otherwise mentioned or unless the context indicates otherwise, we use the
terms "AlG,” the “Company,” “we,” “us” and “our” to refer to American International Group, Inc., a Delaware
corporation, and its consolidated subsidiaries. We use the term “AlG Parent” to refer solely to American
International Group, Inc., and not to any of its consolidated subsidiaries.

AlG | 2018 Form 10-K 3
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Maximizing Industry Leadership and Global Footprint

About AIG

World Class Balance Sheet Effective

Insurance Franchises Quality and Strength Capital Management

that are among the leaders in as demonstrated by over $56 billion in of one of the largest insurance
their categories, providing shareholders’ equity and AlIG Parent liquiditycompanies in the world by
differentiated service and sources of $8.3 billion as of December 31, shareholders’ equity?).
expertise. 2018.

Breadth of Customers A Diverse Mix of Businesses

which include over 87 percent of companies inthe  supported through a presence in most international
Fortune Global 500() and 81 percent of the Forbes markets.
20000,

(a) At September 30, 2018, the latest date for which information was available for certain foreign insurance
companies.

(b) At November 1, 2018.

Creating Value Through Profitable Growth

2019 Priorities
o Balance and Diversification of o Technology — Improving operations

Products — Shifting our business mix to
grow the best-performing lines of
business and optimizing our global
footprint

o Leadership, Culture and Talent —
Continuing to structure and cultivate
teams to deliver world-class performance

that help employees evaluate business
and serve customers while strengthening
essential corporate system security and
efficiency

. Capital and Growth — Managing
capital efficiently and making selective
investments in complementary growth
opportunities that advance profitability
improvement efforts
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. Underwriting Excellence — Using

newly implemented framework and
guidelines — while further integrating

underwriting, claims and actuarial — to

enhance the portfolio
2018 Highlights

Underwriting Approach

Leadership Changes

Reinsurance Optimization —

Partnering strategically with reinsurers on
portfolio positioning and programs
designed to reduce exposures and
severity from individual risk losses

Growth & Balance

Addressed volatility and severity by Recruited some of the industry’s Complemented product and service

reducing gross and net limits in
property and casualty, and by
repositioning reinsurance
structures

Provided underwriters across the
globe with a supportive
underwriting framework, and
reissued underwriting authorities
aligned with revised risk appetite

4 AlG | 2018 Form 10-K

leading talent for senior roles.
Appointed 3 members of the AIG
Executive Leadership Team and
more than 12 General Insurance
senior leaders in 2018

offerings with strategic acquisitions
including:

. Validus: reinsurance platform,
insurance-linked securities, Lloyd’s
syndicate, excess & surplus
specialty, crop risk

° Glatfelter Insurance:
specialty programs

. Ellipse: group life, critical
illness and income protection
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AIG’S OPERATING STRUCTURE

Our Core businesses include General Insurance, Life and Retirement and Other Operations. General
Insurance consists of two operating segments — North America and International. Life and Retirement
consists of four operating segments — Individual Retirement, Group Retirement, Life Insurance and
Institutional Markets. Blackboard U.S. Holdings, Inc. (Blackboard), AIG’s technology-driven subsidiary, is
reported within Other Operations. We also report a Legacy Portfolio consisting of our run-off insurance lines
and legacy investments that we consider non-core. Effective February 2018, our Bermuda-domiciled
composite reinsurer, Fortitude Reinsurance Company Ltd (Fortitude Re.) is included in our Legacy
Portfolio.

Consistent with how we manage our business, our General Insurance North America operating segment
primarily includes insurance businesses in the United States, Canada and Bermuda. Our General
Insurance International operating segment includes insurance businesses in Japan, the United Kingdom,
Europe, the Asia Pacific region, Latin America, Puerto Rico, Australia, the Middle East and Africa. General
Insurance results are presented before consideration of internal reinsurance agreements.

For further discussion on our business segments see Item 7. MD&A and Note 3 to the Consolidated
Financial Statements.

Business Segments

General Insurance Life and Retirement

General Insurance is a leading Life and Retirement is a unique franchise
provider of insurance products that brings together a broad portfolio of life
and services for commercial andinsurance, retirement and institutional
personal insurance customers. Itproducts offered through an extensive,
includes one of the world’s most multichannel distribution network. It holds
far-reaching property casualty long-standing, leading market positions in
networks. General Insurance  many of the markets it serves in the U.S.
offers a broad range of products With its strong capital position,

to customers through a customer-focused service, breadth of
diversified, multichannel product expertise and deep distribution
distribution network. Customers relationships across multiple channels, Life
value General Insurance’s strongand Retirement is well positioned to serve
capital position, extensive risk growing market needs.

management and claims

experience and its ability to be a

market leader in critical lines of

the insurance business.

10
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General Insurance includes the Life and Retirement includes the following
following major operating major operating companies: American
companies: National Union Fire General Life Insurance Company (American
Insurance Company of General Life); The Variable Annuity Life
Pittsburgh, Pa. (National Union); Insurance Company (VALIC); The United
American Home Assurance States Life Insurance Company in the City of
Company (American Home); New York (U.S. Life); Laya Healthcare
Lexington Insurance Company Limited and AIG Life Limited.

(Lexington); AlIG General

Insurance Company, Ltd. (AIG

Sonpo); AIG Asia Pacific

Insurance, Pte, Ltd.; AIG Europe

S.A.; American International

Group UK Ltd.; Validus

Reinsurance, Ltd.; Talbot

Holdings Ltd.; Western World

Insurance Group, Inc. and

Glatfelter Insurance Group.

consists of includes Legacy Life and
businesses and items not Retirement Run-Off Lines, Legacy General
attributed to our General Insurance Run-Off Lines, and Legacy
Insurance and Life and Investments. Effective February 2018,

Retirement segments or our Fortitude Re, our Bermuda-domiciled
Legacy Portfolio. It includes AIG composite reinsurer, is included in our
Parent; Blackboard; deferred taxLegacy Portfolio.

assets related to tax attributes;

corporate expenses and

intercompany eliminations.

AlG | 2018 Form 10-K 5
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Diversified Mix of Businesses

(dollars in millions)

*

Our Total revenues were $47.4 billion in 2018. The graph above represents Adjusted revenues
excluding revenues from our Legacy Portfolio operations of $3.0 billion. For reconciliation of Adjusted
revenues to Total revenues see Note 3 to the Consolidated Financial Statements.

Geographic Concentration

In 2018, 5.7 percent of our property casualty direct premiums were written in the state of California, and
16.4 percent and 7.1 percent were written in Japan and the United Kingdom, respectively. No other state or
foreign jurisdiction accounted for more than five percent of our property casualty direct premiums.

For further information on our business segments see Note 3 to the Consolidated Financial Statements.

6 AlG | 2018 Form 10-K
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How We Generate Revenues and Profitability
We earn revenues primarily from insurance premiums, policy fees and income from investments.

Our expenses consist of policyholder benefits and losses incurred, interest credited to policyholders,
commissions and other costs of selling and servicing our products, interest expense and general operating
expenses.

Our profitability is dependent on our ability to properly price and manage risk on insurance and annuity
products, to manage our portfolio of investments effectively and to control costs through expense discipline.

Investment Activities of Our Insurance Operations

Our insurance companies generally receive premiums and deposits well in advance of paying covered
claims or benefits. In the intervening periods, we invest these premiums and deposits to generate net
investment income that, along with the invested funds, is available to pay claims or benefits. As a result, we
generate significant revenues from insurance investment activities.

The practice for managing the investments of the insurance companies places primary emphasis in
corporate bonds, government or government-related bonds and mortgage backed securities and loans. Our
fundamental strategy across all of our investment portfolios is to optimize the duration characteristics of the
assets within a target range based on comparable liability characteristics, to the extent practicable.

For additional discussion of investment strategies see ltem 7. MD&A — Investments.
Loss Reserve Development Process

The liability for unpaid losses and loss adjustment expenses (loss reserves) represents the accumulation of
estimates for unpaid claims, including estimates for claims incurred but not reported (IBNR) for our General
Insurance companies, including the related expenses of settling those losses.

The process of establishing loss reserves is complex and imprecise because it must take into consideration
many variables that are subject to the outcome of future events. As a result, informed subjective estimates
and judgments about our ultimate exposure to losses are an integral component of our loss reserving
process. Because reserve estimates are subject to the outcome of future events, changes in prior year
estimates are unavoidable in the insurance industry. These changes are sometimes referred to as “prior
year loss development” or “reserve development.”

For further discussion on loss reserves and of prior year loss development see Item 7. MD&A — Critical

Accounting Estimates — Insurance Liabilities — Loss Reserves, Item 7. MD&A — Insurance Reserves — Loss
Reserves, and Note 13 to the Consolidated Financial Statements.

13
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Our Employees
At AIG, we believe that a major strength of ours is the quality and dedication of our people. At December

31, 2018 and 2017, we had approximately 49,600 and 49,800 employees, respectively. We believe that our
relations with our employees are satisfactory.

AIG | 2018 Form 10-K 7
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Regulation
OVERVIEW

Our operations around the world are subject to regulation by many different types of regulatory authorities,
including insurance, securities, derivatives, investment advisory and thrift regulators in the United States
and abroad. The insurance and financial services industries generally have been subject to heightened
regulatory scrutiny and supervision since the financial crisis.

Our insurance and reinsurance subsidiaries are subject to regulation and supervision by the states and
other jurisdictions in which they do business. We expect that the domestic and international regulations
applicable to us and our regulated entities will continue to evolve for the foreseeable future.

U.S. REGULATION
Dodd-Frank

On July 21, 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank), which
brought about the most extensive changes to financial regulation in the United States in many years, was
signed into law. On July 8, 2013, the Financial Stability Oversight Council (Council) made a determination
that material financial distress at AlG could pose a threat to U.S. financial stability. On September 29, 2017,
the Council rescinded its determination that material financial distress at AIG could pose a threat to U.S.
financial stability and as a result, AlG is no longer designated as a nonbank systemically important financial
institution (nonbank SIFI). With the rescission of its designation as a nonbank SIFI, AlG is no longer subject
to the consolidated supervision of the Board of Governors of the Federal Reserve System (FRB) or subject
to the enhanced prudential standards set forth in Dodd-Frank and its implementing regulations. Although
the Council has rescinded its designation of AlG as a nonbank SIFI, certain provisions of Dodd-Frank
remain relevant to insurance groups generally.

+ The Council has authority to determine, subject to certain statutory and regulatory standards, that any
nonbank financial company be designated as a nonbank SIF| subject to supervision by the FRB and
enhanced prudential standards. The Council may also recommend that state insurance regulators or other
regulators apply new or heightened standards and safeguards for activities or practices that nonbank
financial services companies, including insurers, engage in.

« Title Il of Dodd-Frank (Orderly Liquidation Authority) provides that a financial company whose largest
United States subsidiary is an insurer may be subject to a special orderly liquidation process outside the
Bankruptcy Code. That process is to be administered by the FDIC upon a determination that the company
is: (i) in default or in danger of default, (ii) would have serious adverse effects on U.S. financial stability
were it to fail and be resolved, (iii) is not likely to attract private sector alternatives to default and (iv) is not
suitable for resolution under the Bankruptcy Code. Dodd-Frank authorizes possible assessments to cover

15
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the costs of any special resolution of a financial company conducted under Title IIl. U.S. insurance
subsidiaries of any such financial company, however, would be subject to rehabilitation and liquidation
proceedings under state insurance law.

- Title VII of Dodd-Frank provides for significantly increased regulation of and restrictions on derivatives
markets and transactions that have affected and, as additional regulations come into effect, could affect
various activities of insurance and other financial services companies, including (i) regulatory reporting for
swaps and security-based swaps, (ii) mandated clearing through central counterparties and execution
through regulated swap execution facilities for certain swaps and security-based swaps and (iii) margin and
collateral requirements. Although the Commodities Futures Trading Commission (CFTC), which oversees
and regulates the U.S. swap, commodities and futures markets, has finalized most of its requirements, the
SEC has yet to finalize the majority of rules comprising its security-based swap regulatory regime.
Increased regulation of and restrictions on derivatives markets and transactions could increase the cost of
our trading and hedging activities, reduce liquidity and reduce the availability of customized hedging
solutions and derivatives.

+ Dodd-Frank mandated a study to determine whether stable value contracts should be included in the
definition of "swap." If that study concludes that stable value contracts are swaps, Dodd-Frank authorizes
certain federal regulators to determine whether an exemption from the definition of a swap for stable value
contracts is appropriate and in the public interest. Certain of our affiliates participate in the stable value
contract business. We cannot predict what regulations might emanate from the aforementioned study or be
promulgated applicable to this business in the future.

-« Title V of Dodd-Frank authorizes the United States to enter into covered agreements with foreign
governments or regulatory entities regarding the business of insurance and reinsurance. On September 22,
2017, the U.S. and the European Union (EU) entered into such an agreement, and on December 18, 2018,
the U.S. signed a covered agreement with the United Kingdom (UK)

8 AlG | 2018 Form 10-K
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in anticipation of the UK’s withdrawal of its membership in the EU, commonly referred to as Brexit. For
additional information, see — International Regulation.

+ Dodd-Frank established the Bureau of Consumer Financial Protection (BCFP), an independent agency
within the FRB, to regulate certain non-insurance consumer financial products and services offered
primarily for personal, family or household purposes. Insurance products and services are not within the
BCFP's general jurisdiction. Broker-dealers and investment advisers are not subject to the BCFP's
jurisdiction when acting in their registered capacity.

- Dodd-Frank established the Federal Insurance Office (FIO) to serve as the central insurance authority in
the federal government. While not serving a regulatory function, FIO performs certain duties related to the
business of insurance. FIO serves as a non-voting member of the Council, has authority to collect
information on the insurance industry and recommend prudential standards, monitors market access
issues, represents the United States in international insurance forums, has authority to determine, after
consulting with the relevant State and the United States Trade Representative, if certain regulations are
preempted by covered agreements, and assists the Secretary of the Treasury in administering the
Terrorism Risk Insurance Program under the Terrorism Risk Insurance Act of 2002.

On February 3, 2017, the President of the United States signed an Executive Order that directed the
Secretary of the Treasury, in consultation with federal financial regulators, to assess all laws, rules and
policies that regulate the U.S. financial system, including requirements put into place under Dodd-Frank
since 2010, and to recommend necessary changes to make sure they conform to certain core principles.
Treasury divided its review into four parts and published four reports: Banks and Credit Unions (June 12,
2017), Capital Markets (October 6, 2017), Asset Management and Insurance (October 26, 2017) and
Nonbank Financials, Fintech and Innovation (July 31, 2018). In its report on insurance regulation, Treasury
identified several areas for improvement at the federal and state levels and defined the role it intends for
federal agencies. Among the points made in the report:

+ Treasury expressed support for an activities-based approach to regulating systemic risk in the insurance
industry rather than designating individual entities;

« Treasury recommended continued U.S. engagement in international standard-setting forums and
charged FIO with coordinating the efforts of the federal government, state regulators, the National
Association of Insurance Commissioners (NAIC), and other stakeholders on the issues within its scope,
such as covered agreements, matters related to the Terrorism Risk Insurance Program, and
standard-setting at the International Association of Insurance Supervisors (lAlS), including discussions
regarding capital and liquidity requirements;

«  Treasury expressed support for robust liquidity risk management programs for insurers and encouraged
regulators to continue work on addressing potential liquidity risk in the insurance sector; and

17
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« Treasury supported the Department of Labor (the DOL) in delaying full implementation of the final

fiduciary rule issued by the DOL in April 2016 (the DOL Fiduciary Rule) until relevant issues are further
evaluated and addressed by the DOL, SEC, and state insurance regulators working together. The DOL
Fiduciary Rule was subsequently vacated by the U.S. Court of Appeals for the Fifth Circuit. For additional
information regarding legislative and regulatory developments surrounding a standard of care for the sale of
investment products and services, see — U.S. Regulation — ERISA and Standard of Care Developments below
and ltem 7. MD&A — Executive Summary — AlG’s Outlook — Industry and Economic Factors — Standard of Care
Developments.

In addition, on April 21, 2017 the President of the United States directed the Secretary of the Treasury to
evaluate and provide recommendations regarding the Council’s processes for designating nonbank SIFls.
The Treasury published a report pursuant to this directive on November 17, 2017, recommending that the
Council prioritize an activities-based approach to regulating systemic risk rather than designating individual
entities, and recommending that the Council increase the analytical rigor of its designation analyses,
enhance engagement with relevant regulators and transparency to the public, and provide a clear off-ramp
to designated nonbank SIFls. The Council has begun discussions regarding potential amendments to its
guidance on nonbank financial company designations related to an activities-based approach to monitoring
and addressing potential systemic risk. We will monitor developments resulting from these
recommendations and discussions closely.

Insurance Regulation

Certain states and other jurisdictions require registration and periodic reporting by (re)insurance companies
that are licensed in such jurisdictions and are controlled by other entities. Applicable legislation typically
requires periodic disclosure concerning the entity that controls the registered insurer and the other
companies in the holding company system and prior approval of intercompany transactions and transfers of
assets, including in some instances payment of dividends by the (re)insurance subsidiary, within the
holding company system. This legislation also requires any person or entity desiring to purchase more than
a specified percentage (commonly 10 percent) of our outstanding voting securities to obtain regulatory
approval prior to such purchase. Our subsidiaries are registered under such legislation in those jurisdictions
that have such requirements.

Our U.S. (re)insurance subsidiaries are subject to regulation and supervision by the states and other
jurisdictions in which they do business. The method of such regulation varies but generally has its source in
statutes that delegate regulatory and supervisory

AlG | 2018 Form 10-K 9
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powers to a state insurance official. The regulation and supervision relate primarily to the financial condition
of the insurers and their corporate conduct and market conduct activities. This includes approval of policy
forms and rates, the standards of solvency that must be met and maintained, including with respect to
risk-based capital, the standards on transactions between (re)insurance company subsidiaries and their
affiliates, including restrictions and limitations on the amount of dividends or other distributions payable by
(re)insurance company subsidiaries to their parent companies, the licensing of insurers and their agents,
restrictions on the size of risks that may be insured under a single policy, deposits of securities for the
benefit of policyholders, requirements for acceptability of reinsurers, periodic examinations of the affairs of
(re)insurance companies, the form and content of reports of financial condition required to be filed, reserves
for unearned premiums, losses and other purposes and enterprise risk management and corporate
governance requirements. Our (re)insurance subsidiaries are also subject to requirements on investments,
which prescribe the kind, quality and concentration of investments they can make. In general, such
regulation is for the protection of policyholders rather than the creditors or equity owners of these
companies.

U.S. states have state insurance guaranty associations in which insurers doing business in the state are
required by law to be members. Member insurers may be assessed by the associations for certain
obligations of insolvent insurance companies to policyholders and claimants. Typically, states assess
member insurers in amounts related to the member’s proportionate share of the relevant type of business
written by all members in the state. The protection afforded by a state’s guaranty association to
policyholders of insolvent insurers varies from state to state.

In the U.S., the NAIC is a standard-setting and regulatory support organization created and governed by
the chief insurance regulators from the 50 states, the District of Columbia and five U.S. territories. The
NAIC itself is not a regulator, but, with assistance from the NAIC, state insurance regulators establish
standards and best practices, conduct peer review and coordinate regulatory oversight. Every state has
adopted, in substantial part, the Risk-Based Capital (RBC) Model Law promulgated by the NAIC or a
substantially similar law, which allows states to act upon the results of RBC calculations, and provides four
incremental levels of regulatory action regarding insurers whose RBC calculations fall below specific
thresholds. Those levels of action range from the requirement to submit a plan describing how an insurer
would regain a specified RBC ratio to a mandatory regulatory takeover of the company. The RBC formula is
designed to measure the adequacy of an insurer’s statutory surplus in relation to the risks inherent in its
business and computes a risk-adjusted surplus level by applying discrete factors to various asset, premium,
reserve and other financial statement items. These factors are developed to be risk-sensitive so that higher
factors are applied to items exposed to greater risk. The statutory surplus of each of our U.S. based
(re)insurance companies exceeded RBC minimum required levels as of December 31, 2018.

If any of our (re)insurance entities fell below prescribed levels of statutory surplus, it would be our intention
to provide appropriate capital or other types of support to that entity. For additional information, see ltem 7.
MD&A -Liquidity and Capital Resources -Liquidity and Capital Resources of AIG Parent and Subsidiaries —
Insurance Companies.
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The NAIC’s Model Regulation “Valuation of Life Insurance Policies” (Regulation XXX) requires insurers to
establish additional statutory reserves for term life insurance policies with long-term premium guarantees
and universal life policies with secondary guarantees (ULSGs). NAIC Actuarial Guideline 38 (Guideline
AXXX) clarifies the application of Regulation XXX as to these guarantees, including certain ULSGs. See
Item 1A. Risk Factors and Note 18 to the Consolidated Financial Statements for risks and additional
information related to these statutory reserving requirements. In December 2012, the NAIC approved a new
valuation manual containing a principle-based approach to life insurance company reserves.
Principle-based reserving (PBR) is designed to tailor the reserving process to specific products in an effort
to create a principle-based modeling approach to reserving rather than the factor-based approach
historically employed. PBR became effective on January 1, 2017, after the NAIC’s model Standard
Valuation Law was enacted by the requisite number of states representing the required premium volume,
replacing Regulation XXX and Guideline AXXX with respect to new life insurance business issued after that
date. Two of our domiciliary states (Missouri and Texas) have adopted the regulations necessary to
implement PBR. On December 10, 2018, a third domiciliary state (New York) adopted an emergency
regulation to begin the implementation of PBR for regulated life insurers. We have up to three years after
January 1, 2017 to implement PBR, and have currently elected to defer implementation.

The NAIC’s Insurance Holding Company System Regulatory Act (the Model Holding Company Act) and the
Insurance Holding Company System Model Regulation include (i) provisions authorizing NAIC
commissioners to act as global group-wide supervisors for internationally active insurance groups and
participate in international supervisory colleges, and (ii) the requirement that the ultimate controlling person
of a U.S. insurer file an annual enterprise risk report with its lead state regulator identifying risks likely to
have a material adverse effect upon the financial condition or liquidity of its licensed insurers or the
insurance holding company system as a whole. All of the states where AlG has domestic insurers have
enacted a version of the revised Model Holding Company Act, including the enterprise risk reporting
requirement.

The NAIC’s Risk Management and Own Risk and Solvency Assessment Model Act (ORSA) requires that
insurers maintain a risk management framework and conduct an internal own risk and solvency
assessment of the insurer’s material risks in normal and stressed environments. All of the states where AIG
has domestic insurers have enacted a version of ORSA.

10 AlG | 2018 Form 10-K
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ERISA and Standard of Care Developments

We provide products and services that are subject to the Employee Retirement Income Security Act of
1974, as amended (ERISA), or the Internal Revenue Code of 1986, as amended (the Internal Revenue
Code). Plans subject to ERISA include certain pension and profit sharing plans and welfare plans,
including health, life and disability plans. As a result, our activities are subject to the restrictions imposed
by ERISA and the Internal Revenue Code, including the requirement under ERISA that fiduciaries must
perform their duties solely in the interests of ERISA plan participants and beneficiaries, and that fiduciaries
may not cause a covered plan to engage in certain prohibited transactions.

Certain of our retirement products and services were also subject to the DOL Fiduciary Rule before the final
rule was formally vacated by the U.S. Court of Appeals for the Fifth Circuit (the Fifth Circuit) on March 15,
2018 with the Fifth Circuit ruling that the DOL exceeded its authority in promulgating the DOL Fiduciary
Rule, specifically in its broadening of the scope of fiduciary “investment advice” under ERISA and in the
terms of the best interest contract exemption. As the Fifth Circuit’s final judgment was not further appealed,
the ruling has the effect of invalidating the DOL Fiduciary Rule in its entirety. While the DOL has indicated
that it plans to issue in September 2019 a revised final fiduciary rule package to replace the DOL Fiduciary
Rule vacated by the Fifth Circuit, we cannot predict at this time the scope or substance of the new
regulation that may be ultimately promulgated by the DOL or the impact such regulation may have on our
businesses and operations.

In addition to the DOL, the SEC, federal and state lawmakers and state insurance regulators continue their
efforts to evaluate what is an appropriate regulatory framework around a standard of care for the sale of
investment products and services. On April 18, 2018, the SEC proposed a package of proposed rules and
interpretations designed to address standard of care issues and the transparency of retail investors’
relationships with investment advisors and broker-dealers. On July 18, 2018, the New York State
Department of Financial Services (NYDFS) adopted a best interest standard of care regulation applicable
to annuity and life transactions through issuance of the First Amendment to Insurance Regulation 187 —
Suitability and Best Interests in Life Insurance and Annuity Transactions (Regulation 187).

For additional information regarding these developments, see Item 7. MD&A — Executive Summary — AlG’s
Outlook — Industry and Economic Factors —Standard of Care Developments.

Investment Adviser, Broker-Dealer and Investment Company Regulation
Our investment products and services are subject to federal and state securities, fiduciary, including
ERISA, and other laws and regulations. The SEC, Financial Industry Regulatory Authority (FINRA), CFTC,

state securities commissions, state insurance departments and the DOL are the principal U.S. regulators of
these operations.
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The subsidiaries that manage the operations of our investment products and services are registered as
investment advisers with the SEC under the Investment Advisers Act of 1940 (the Investment Advisers Act)
and are required to supervise the activities of their personnel. Our affiliates that offer interests in insurance
company separate accounts, mutual funds and other pooled investment products, and that provide other
financial services to customers, are registered as broker-dealers and/or investment advisors with the SEC
under the Exchange Act or the Investment Advisors Act, with certain states, and/or are also members of
FINRA, as applicable. Our broker-dealer subsidiaries and their personnel are subject to examination by the
SEC, FINRA, and the states for compliance with law, and certain personnel of these broker-dealers are
also required to pass qualification examinations. The investment products that are offered by our affiliates
may be registered under the Securities Act, which regulates disclosure regarding the products, and/or the
Investment Company of 1940, which imposes substantive regulation on the structure and governance of
the products, as well as being subject to insurance regulation in the case of separate accounts. Some
products may also be qualified for sale in various states, the District of Columbia and Puerto Rico.

Our subsidiary, AlphaCat Managers Ltd., is a licensed insurance manager and is registered as an
investment adviser with the SEC under the Investment Advisers Act. AlphaCat Managers Ltd. is also
registered as a “commodity pool operator” with the CFTC and is a member of the National Futures
Association.

For additional information regarding legislative and regulatory developments surrounding a standard of care
for the sale of investment products and services, see ltem 7. MD&A — Executive Summary — AlIG’s Outlook —
Industry and Economic Factors — Standard of Care Developments.

Privacy, Data Protection and Cybersecurity

We are subject to U.S. laws and regulations that require financial institutions and other businesses to
protect the security and confidentiality of personal and other sensitive information and provide notice of
their practices relating to the collection and disclosure of personal information. We also are subject to laws
and regulations requiring notification to affected individuals and regulators of security breaches.

AlG | 2018 Form 10-K 11
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In October 2017, the NAIC adopted the Insurance Data Security Model Law (NAIC Model Law), which
would require insurers, insurance producers and other entities required to be licensed under state
insurance laws to develop and maintain a written information security program, conduct risk assessments,
oversee the data security practices of third-party service providers and other related requirements.
Legislation based on the NAIC Model Law has been enacted in South Carolina, Ohio and Michigan, and
may be enacted in other states.

Effective March 1, 2017, the NYDFS promulgated a cybersecurity regulation requiring covered financial
services institutions to implement a cybersecurity program designed to protect information systems. The
regulation imposes specific technical safeguards as well as governance, risk assessment, monitoring and
testing, third party service provider incident response and reporting and other requirements. The regulation
sets forth transitional periods for compliance with different sections of the regulation through early 2019.
AlG companies covered by the regulation periodically file certifications of compliance with the requirements
in force at the time of each such filing. Requirements under the NYDFS’ cybersecurity regulation are similar
to those under the NAIC Model Law, with some differences.

In 2018, California enacted the California Consumer Privacy Act of 2018 (CCPA), which will go into effect in
2020. The CCPA contains a number of new requirements regarding the personal information of California
consumers as defined by the statute, including new individual rights and mandatory disclosures regarding
consumers’ personal information. The statute also establishes a private right of action in some cases if
consumers’ personal information is subject to a data breach as a result of a business’ failure to implement
and maintain reasonable security practices.

For information on privacy, data protection and cybersecurity regulation in the EU and other international
jurisdictions, see International Regulation — Privacy, Data Protection and Cybersecurity.

Thrift Regulator

AIG Federal Savings Bank, our trust-only federal thrift subsidiary, is supervised and regulated by the Office
of the Comptroller of the Currency.

INTERNATIONAL REGULATION

Insurance Regulation

A substantial portion of our business is conducted in foreign countries. The degree of regulation and
supervision in foreign jurisdictions varies. Generally, our subsidiaries operating in foreign jurisdictions must
satisfy local regulatory requirements; licenses issued by foreign authorities to our subsidiaries are subject

to modification or revocation by such authorities, and therefore these subsidiaries could be prevented from
conducting business in certain of the jurisdictions where they currently operate.
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Certain jurisdictions require registration and periodic reporting by (re)insurance companies that are licensed
in such jurisdictions and are controlled by other entities. Applicable legislation typically requires periodic
disclosure concerning the entity that controls the registered insurer and the other companies in the holding
company system and prior approval of intercompany transactions and transfers of assets, including in
some instances payment of dividends by the (re)insurance subsidiary within the holding company system.
Our subsidiaries are registered under such legislation in those jurisdictions that have such requirements.

In addition to these licensing and other requirements, our foreign operations are also regulated in various
jurisdictions with respect to currency, policy language and terms, advertising, amount and type of security
deposits, amount and type of reserves, amount and type of capital to be held, amount and type of local
investment and the share of profits to be returned to policyholders on participating policies. Our foreign
operations are subject to local tax laws and regulations as well. Some foreign countries regulate rates on
various types of policies. Certain countries have established reinsurance institutions, wholly or partially
owned by the local government, to which admitted insurers are obligated to cede a portion of their business
on terms that may not always allow foreign insurers, including our subsidiaries, full compensation. In some
countries, regulations governing constitution of technical reserves and remittance balances may hinder
remittance of profits and repatriation of assets.

Legislation in the EU could also affect our international (re)insurance operations. The EU issues Directives
and Regulations on a wide range of topics that impact financial services. Insurance companies operating in
the EU are subject to the Solvency Il framework. The Prudential Regulation Authority, the United Kingdom’s
(UK’s) prudential regulator, is the lead prudential supervisor for our new UK entity, AIG UK. The UK’s
Financial Conduct Authority has oversight of AIG UK for consumer protection and competition matters. The
Luxembourg insurance regulator, the Commissariat aux Assurances (the CAA) is the insurance regulator
for AIG Europe SA, which serves our European Economic Area (EEA) and Swiss policyholders. For
information on the UK’s pending withdrawal of its membership in the EU, see —BrexIh addition, financial
companies that operate in the EU are subject to a range of regulations enforced by the national regulators
in each member state in which that firm operates. The EU has also established a set of regulatory
requirements under the European Market Infrastructure Regulation (EMIR) that include, among other
things, risk mitigation, risk
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24



Edgar Filing: AMERICAN INTERNATIONAL GROUP INC - Form 10-K
TABLE OF CONTENT

ITEM 1 | Business

management, regulatory reporting and clearing requirements. Solvency Il governs the insurance industry’s
solvency framework, including minimum capital and solvency requirements, governance requirements, risk
management and public reporting standards. In accordance with Solvency Il, the European Commission is
required to make a determination as to whether a supervisory regime outside of the EU is “equivalent.”

On September 22, 2017, the U.S. Treasury Department and the Office of the U.S. Trade Representative,
on behalf of the U.S., and the EU signed the bilateral Covered Agreement, which is intended to address
issues regarding the application of Solvency Il requirements to U.S.-based insurance groups as well as
other (re)insurance regulatory issues. Certain aspects of the agreement remain subject to an
implementation timetable in the U.S. and the EU, which may delay or even prevent the agreement from
being fully implemented. In particular, the U.S. states have been given a period of five years to comply with
the agreement’s reinsurance collateral provisions. After 42 months, FIO must begin evaluating a potential
preemption determination with respect to any state law not in compliance with the aim of assuring full
compliance within the five-year timeframe. The agreement may be terminated (following mandatory
consultation) by notice from one party to the other effective in 180 days, or at such time as the parties may
agree.

Under the agreement, AlG will be supervised at the worldwide group level only by its relevant U.S.
insurance supervisors, and will not have to satisfy EU Solvency Il group capital, reporting and governance
requirements for its worldwide group. The agreement, however, would permit the imposition of EU
Solvency Il group capital requirements if, after five years from the signing of the agreement, a U.S. insurer
is not subject to a group capital assessment by its applicable state regulator. The NAIC is in the process of
developing a group capital calculation that, once adopted by the states, is expected to satisfy this condition.
The agreement further provides that if the summary risk reports submitted to the supervisory authority of a
host jurisdiction expose any serious threat to policyholder protection or financial stability in such host state,
the host supervisor may request further information from the insurance group and/or impose preventive or
corrective measures with respect to the (re)insurer in its jurisdiction. The agreement also seeks to impose
equal treatment of U.S. and EU-based reinsurers that meet certain qualifications. In the U.S., once fully
implemented, the agreement requires U.S. states to lift reinsurance collateral requirements on qualifying
EU-based reinsurers and provide them equal treatment with U.S. reinsurers or be subject to federal
preemption. While this provision does not preclude AlG from continuing to request collateral from an EU
reinsurer that is party to a bilateral reinsurance transaction, it is unclear how much collateral AlG will be
able to obtain from EU reinsurers going forward.

On December 18, 2018, the U.S. Treasury Department and the Office of the U.S. Trade Representative
signed the Bilateral Agreement between the U.S. and the UK on Prudential Measures Regarding Insurance
and Reinsurance (the U.S.-UK Covered Agreement). The terms of the agreement are substantially similar
to the U.S.-EU Covered Agreement. The agreement has been entered into in order to maintain regulatory
certainty and market continuity as the UK prepares to leave the EU. The agreement is still subject to U.S.
and UK internal requirements and procedures, including a 90 day Congressional notification period in the
U.S. In addition, the agreement notes with respect to the date of entry into force that the UK must take into
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account its obligations arising in respect of any agreement between the EU and the UK pursuant to Article
50 of the Treaty on European Union, which sets out the process under which an EU member state may
withdraw from the EU.

The Bermuda Monetary Authority (the BMA) regulates AlG’s operating (re)insurance subsidiaries in
Bermuda. The Insurance Act 1978 and its related regulations (as amended, the Insurance Act), as enforced
by the BMA, impose a variety of requirements and restrictions on our Bermuda operating (re)insurance
subsidiaries including: the filing of annual statutory financial returns; the filing of annual GAAP financial
statements; compliance with minimum enhanced capital requirements; compliance with the BMA’s
Insurance Code of Conduct; compliance with minimum solvency margins and liquidity ratios; limitations on
dividends and distributions; preparation of an annual Financial Condition Report providing details of
measures governing the business operations, corporate governance framework, solvency and financial
performance; and restrictions on certain changes in control of regulated (re)insurers.

Privacy, Data Protection and Cybersecurity

The EU General Data Protection Regulation (GDPR) took effect in May 2018. The GDPR aims to introduce
consistent data protection rules across the EU, and its scope extends to entities established within the EEA
(i.e., EU member states plus Iceland, Liechtenstein and Norway) and also extends to certain entities not
established in the EEA (in certain instances, if they process personal data of or offer goods or services to
EEA data subjects, or monitor the behavior of EEA data subjects (e.g., in an online context)).

We are addressing the new requirements regarding the processing of personal data about individuals,
including mandatory security breach reporting, new and strengthened individual rights, evidenced data
controller accountability for compliance with the GDPR principles (including fairness and transparency),
maintenance of data processing activity records and the implementation of “privacy by design”, including
through the completion of mandatory Data Protection Impact Assessments in connection with higher risk
data processing activities. Sanctions for non-compliance with the GDPR are more onerous than the
previous regulatory regime with the potential for fines of up to 4 percent of global revenue for the most
serious infringements.

We also are subject to other international laws and regulations that require financial institutions and other
businesses to protect the security and confidentiality of personal and other sensitive information and
provide notice of their practices relating to the collection
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and disclosure of personal information, and to international laws and regulations requiring notification to
affected individuals and regulators of security breaches. In addition, we must comply with laws and
regulations regarding the cross-border transfer of information.

For additional information on U.S. privacy, data protection and cybersecurity regulation, see U.S.
Regulation — Privacy, Data Protection and Cybersecurity.

FSB and IAIS

The Financial Stability Board (FSB) consists of representatives of national financial authorities of the G20
countries. The FSB itself is not a regulator but is focused primarily on promoting international financial
stability. It does so by coordinating the work of national financial authorities and international
standard-setting bodies as well as developing and promoting the implementation of regulatory, supervisory
and other financial policies. The FSB has issued a series of frameworks and recommendations intended to
produce significant changes in how financial companies, particularly global systemically important financial
institutions, should be regulated. These frameworks and recommendations address such issues as
systemic financial risk, financial group supervision, capital and solvency standards, corporate governance
including compensation, and a number of related issues associated with responses to the financial crisis.

The IAIS represents insurance regulators and supervisors of more than 200 jurisdictions (including regions
and states) in nearly 140 countries and seeks to promote globally consistent insurance industry
supervision. The IAIS itself is not a regulator, but one of its activities is to develop insurance regulatory
standards for use by local authorities across the globe. The FSB has charged the IAIS with developing a
framework for measuring systemic risks posed by insurance groups and has directed the IAIS to create
standards relative to many of the areas of focus of the FSB, which go beyond the IAIS’ basic Insurance
Core Principles. The IAIS is developing ComFrame, a Common Framework for the Supervision of
Internationally Active Insurance Groups (IAIGs). ComFrame sets out qualitative and quantitative standards
in order to assist supervisors in collectively addressing an IAIG’s activities and risks, identifying and
avoiding regulatory gaps and coordinating supervisory activities. ComFrame is expected to include
standards for group supervision, governance and internal controls, enterprise risk management, and
recovery and resolution planning. Also in connection with ComFrame, the IAIS is in the process of
developing a risk-based global insurance capital standard (ICS) applicable to IAIGs. We currently meet the
parameters set forth to define an IAIG. ComFrame standards are expected to be finalized in 2019.
Following completion of field testing in 2019, the IAIS will put forward ICS version 2.0 for implementation in
2020. Implementation of ICS version 2.0 will consist of two phases: (1) a five year monitoring phase in
which ICS version 2.0 will be used for confidential reporting to group-wide supervisors and discussion in
supervisory colleges; and (2) an implementation phase whereby the ICS will be applied as a group-wide
prescribed capital requirement at which point results will be used as the basis for supervisory action.
Confidential reporting of ICS version 2.0 will include reporting by IAIGs of a standard formula based on
market adjusted valuation and the option, at the discretion of the group-wide supervisor, of additional ICS
reporting based on GAAP with adjustments and/or an internal model based-calculation. In recognition of
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U.S. Federal Reserve and NAIC plans to develop an “aggregation method” for group capital, the IAIS has
agreed to aid in the development of - and collect data from jurisdictions that are party to - the aggregation
method. Although the aggregation method will not be part of ICS version 2.0, the IAIS aims to be in a
position at the end of the monitoring phase to determine whether the aggregated approach provides
substantially the same outcome as the ICS, in which case it could be incorporated into the ICS as an
outcome-equivalent approach.

In February 2017, the IAIS announced the adoption of a three-year systemic risk assessment and policy
workplan due to be finalized by year-end 2019. This initiative is comprised of a new macroprudential
activities-based approach (ABA) to regulating systemic risk which will be developed in conjunction with the
IAIS’ previously announced work in finalizing ComFrame, including the ICS, as well as any improvements to
the methodology for identifying global systemically important insurers (G-SllIs). Based on the IAIS’ G-SlI
assessment methodology, since July 2013 the FSB has published an annual list of G-Slls, which has
included us. However, on November 30, 2017 the FSB announced that it would not be proceeding with the
publication of a G-Sll list for 2017 in light of the IAIS’ development of the ABA and its implications for the
assessment of systemic risk in insurance and, by extension, the identification of G-SlIs and related policy
measures for G-Slls. On November 14, 2018, the FSB announced that, in light of IAIS progress in
developing a proposed holistic framework for the assessment and mitigation of potential systemic risk in the
insurance sector, inclusive of the ABA as a key component of the framework, it has decided not to engage
in an identification of G-SllIs in 2018. In its public consultation on the holistic framework, issued on
November 14, 2018, the IAIS noted that, in its view, the implementation of the holistic framework would
obviate the need for the FSB’s annual G-SllI identification process. The FSB stated that it will (i) assess the
IAIS’s recommendation to suspend G-SlI identification from 2020, once the holistic framework is finalized in
November 2019; and (ii) in November 2022, based on the initial years of implementation of the holistic
framework, review the need to either discontinue or re-establish an annual identification of G-SlIs.

The standards issued by the FSB and/or the IAIS are not binding on the United States or other jurisdictions
around the world unless and until the appropriate local governmental bodies or regulators adopt laws and
regulations implementing such standards. At this
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time, it is not known how the IAIS’ frameworks and/or standards might be implemented in the United States
and other jurisdictions around the world, or how they might apply to us.

Brexit

On June 23, 2016, the UK held a referendum in which a majority voted for the UK to withdraw its
membership in the EU, commonly referred to as Brexit. The terms of withdrawal remain uncertain, with the
draft withdrawal agreement having to date been rejected by the UK Parliament. There can be no assurance
that a withdrawal agreement will be reached prior to Brexit.

AIG has significant operations and employees in the UK and other EU member states. Prior to December
1, 2018, our General Insurance business operated through AIG Europe Limited (AEL), a UK-incorporated
insurer with branches across the EEA. These branches operated through the EU concept of Freedom of
Establishment, which allows an insurer in any member state to establish branch operations in any other
member state but with a single capital pool and a single prudential regulator (which in this case was the
UK’s Prudential Regulation Authority as AEL was UK-authorized). In addition, the various establishments of
AEL were able to sell insurance products across borders into other member states under the EU principle
of Freedom of Services. In the event that the UK leaves the EU without a withdrawal agreement in place, or
in the event that a withdrawal agreement does not preserve access to these EU freedoms for UK insurers,
AEL would be severely constrained in its ability to utilize and benefit from such freedoms. UK government
policy has not been to pursue continued UK membership of the EU single market and so even if the UK
and EU are able to settle on a withdrawal agreement, it is unlikely that AEL’s structure would have remained
efficient beyond any proposed temporary transitional period.

As a result, in order to adapt to and be prepared ahead of Brexit, on December 1, 2018, we completed a
reorganization of our operations and legal entity structure in the UK and the EU through the establishment
of a new European subsidiary in Luxembourg, AIG Europe S.A. (AESA), which has branches across the
EEA and Switzerland, and a new UK subsidiary, American International Group UK Limited (AlIG UK).
Business written by AEL’s branches in the remaining EEA countries was transferred to AESA, along with
business previously written on a Freedom of Services basis from AEL’s UK operations. The remaining
business written by AEL’s UK operations was transferred to AIG UK and AEL was merged into AESA,
allowing AlG to operate in both the EEA and UK on a standalone basis

This reorganization addresses the uncertainty for UK insurers generated by Brexit because it ensures that
even in the event that no agreement is reached between the UK and EU in this sector, AIG will be able to
continue to service and pay claims on existing policies, and write new and renewal business where the
insured risk is located in the remaining EEA countries. AIG continues to monitor, adapt to and prepare for
other risks relating to a “no deal” Brexit that could impact its business including, for example, the effect on
the wider UK and EU economies and on investments, legislative changes, updates to policy wording that
may become necessary and other specific areas such as the issuance of additional documentation to
motorists it insures who travel cross border.
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Derivatives

Regulation of and restrictions on derivatives markets and transactions have been proposed or adopted
outside the United States. For instance, the EU has also established a set of new regulatory requirements
for EU derivatives activities under EMIR. These requirements include, among other things, various risk
mitigation, risk management, margin posting, regulatory reporting and, for certain categories of derivatives,
clearing requirements. Aside from certain margin obligations, these requirements are now in force. There
remains the possibility of increased administrative costs with respect to our EU derivatives activities and
overlapping or inconsistent regulation depending on the ultimate application of cross-border regulatory
requirements between and among U.S. and non-U.S. jurisdictions.

Markets in Financial Instruments Directive (MiFID) I

The Markets in Financial Instruments Directive (MiFID IlI) and Markets in Financial Instruments Regulation
took effect in Europe on January 3, 2018. MiFID Il and the related regulations are intended to create
transparency in market trading by, for example, imposing trade and transaction reporting and other
requirements. AlG Asset Management (Europe) Limited (AAMEL) has and continues to implement new
policies, procedures and reporting protocols required to ensure compliance with this legislation and its
related rules.
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30



Edgar Filing: AMERICAN INTERNATIONAL GROUP INC - Form 10-K
TABLE OF CONTENT

ITEM 1 | Business

Available Information about AIG

Our corporate website is www.aig.com. We make available free of charge, through the Investor Information
section of our corporate website, the following reports (and related amendments as filed with the SEC) as
soon as reasonably practicable after such materials are electronically filed with, or furnished to, the SEC:

« Annual Reports on Form 10-K

* Quarterly Reports on Form 10-Q

»  Current Reports on Form 8-K

+ Proxy Statements on Schedule 14A, as well as other filings with the SEC

Also available on our corporate website:

« Charters for Board Committees: Audit, Nominating and Corporate Governance, Compensation and
Management Resources, Risk and Capital, and Technology Committees

» Corporate Governance Guidelines (which include Director Independence Standards)

- Director, Executive Officer and Senior Financial Officer Code of Business Conduct and Ethics (we will
post on our website any amendment or waiver to this Code within the time period required by the SEC)

«  Employee Code of Conduct

* Related Party Transactions Approval Policy

Except for the documents specifically incorporated by reference into this Annual Report on Form 10-K,
information contained on our website or that can be accessed through our website is not incorporated by

reference into this Annual Report on Form 10-K. Reference to our website is made as an inactive textual
reference.
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ITEM 1A | Risk Factors

Investing in AIG involves risk. In deciding whether to invest in AIG, you should carefully consider the
following risk factors. Any of these risk factors could have a significant or material adverse effect on our
businesses, results of operations, financial condition or liquidity. They could also cause significant
fluctuations and volatility in the trading price of our securities. Readers should not consider any descriptions
of these factors to be a complete set of all potential risks that could affect AIG. These factors should be
considered carefully together with the other information contained in this report and the other reports and
materials filed by us with the Securities and Exchange Commission (SEC). Further, many of these risks are
interrelated and could occur under similar business and economic conditions, and the occurrence of certain
of them may in turn cause the emergence or exacerbate the effect of others. Such a combination could
materially increase the severity of the impact of these risks on our businesses, results of operations,
financial condition and liquidity.

MARKET CONDITIONS

Deterioration of economic conditions, geopolitical tensions or weakening in global capital markets
may materially affect our businesses, results of operations, financial condition and liquidity. Our
businesses are highly dependent on global economic and market conditions. Weaknesses in economic
conditions and the capital markets and market volatility have in the past led, and may in the future lead, to a
poor operating environment, erosion of consumer and investor confidence, reduced business volumes,
deteriorating liquidity and declines in asset valuations. Adverse economic conditions may result from global
economic and political developments, including plateauing business activity and inflationary pressures in
developed economies, uncertainty surrounding China’s ability to successfully maintain growth, the effects of
Brexit (as defined below) on business investment, hiring, migration and labor supply and intensifying trade
protectionism. These and other market, economic, and political factors could have a material adverse effect
on our businesses, results of operations, financial condition and liquidity in many ways, including (i) lower
levels of consumer and commercial business activities that could decrease revenues and profitability and
decrease value in goodwill, deferred tax assets and other long-term assets, (ii) increases in credit spreads
and defaults that could reduce investment asset valuations, increase credit losses across numerous asset
classes, and increase statutory capital requirements and (iii) increased market volatility and uncertainty that
could decrease liquidity and increase borrowing costs. Other ways in which we could be negatively affected
by economic conditions include, but are not limited to: increases in policy surrenders and cancellations;
write-offs of deferred policy acquisition costs; increases in liability for future policy benefits due to loss
recognition on certain long-duration insurance and reinsurance contracts; and increases in expenses
associated with third-party reinsurance, or decreased ability to obtain reinsurance at acceptable terms.

Sustained low interest rates, or rapidly increasing interest rates, may materially and adversely
affect our profitability. Although interest rates have been rising recently, particularly in the United States,
rates remain low relative to historical levels. Sustained low interest rates can negatively affect the
performance of our investment securities and reduce the level of investment income earned on our
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investment portfolios. If a low interest rate environment persists, we may experience lower investment
income. Due to practical and capital markets limitations, we may not be able to fully mitigate our interest
rate risk by matching exposure of our assets relative to our liabilities. Continued low interest rates could
also impair our ability to earn the returns assumed in the pricing and the reserving for our products at the
time they were sold and issued. Changes in interest rates may be correlated with inflation trends, which
would impact our loss trends.

On the other hand, in periods of rapidly increasing interest rates, we may not be able to replace, in a timely
manner, the investments in our general account with higher yielding investments needed to fund the higher
crediting rates necessary to keep interest rate sensitive products competitive. Therefore, we may have to
accept a lower investment spread and, thus, lower profitability or face a decline in sales and greater loss of
existing contracts and related assets. In addition, policy loans, surrenders and withdrawals tend to increase
as policyholders seek investments with higher perceived returns as interest rates rise. This process may
result in cash outflows requiring that we sell investments at a time when the prices of those investments are
adversely affected by the increase in interest rates. This may result in realized investment losses. An
increase in interest rates could also have a material adverse effect on the value of our investment portfolio,
for example, by decreasing the estimated fair values of the fixed income securities that comprise a
substantial portion of our investment portfolio. This in turn could adversely affect our ability to realize our
deferred tax assets.

Reserves and Exposures

Insurance and reinsurance liabilities are difficult to predict and may exceed the related reserves for
losses and loss expenses. We regularly review the adequacy of the established loss reserves and
conduct extensive analyses of our reserves during the year. Our loss reserves, however, may develop
adversely and materially impact our businesses, results of operations, financial condition and liquidity.
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For General Insurance, estimation of ultimate net losses, loss expenses and loss reserves is a complex
process, particularly for long-tail liability lines of business. These lines include, but are not limited to,
general liability, commercial automobile liability, environmental, workers' compensation, excess casualty
and crisis management coverages, insurance and risk management programs for large corporate
customers and other customized structured insurance products, as well as excess and umbrella liability,
errors and omissions, products liability, programs and specialty. There is also greater uncertainty in
establishing reserves with respect to new business, particularly new business that is generated with respect
to more recently introduced product lines. In these cases, there is less historical experience or knowledge
and less data upon which the actuaries can rely. Estimating reserves is further complicated by unexpected
claims or unintended coverages that emerge due to changing conditions. These emerging issues may
increase the size or number of claims beyond our underwriting intent and may not become apparent for
many years after a policy is issued.

While we use a number of analytical reserve development techniques to project future loss development,
reserves have been and may be significantly affected by changes in loss cost trends or loss development
factors that were relied upon in setting the reserves. For example, in 2018, 2017 and 2016, we recorded
pre-tax net charges of $1.4 billion, $1.6 billion and $5.8 billion, respectively, to strengthen our General
Insurance loss reserves, reflecting adverse development in classes of business with long reporting tails,
primarily in Casualty and Financial Lines. These changes in loss cost trends or loss development factors
could be due to changes in actual versus expected claims and losses, difficulties in predicting changes,
such as changes in inflation, unemployment duration, or other social or economic factors affecting claims,
including judicial and legislative approaches. Any deviation in loss cost trends or in loss development
factors might not be identified for an extended period of time after we record the initial loss reserve
estimates for any accident year or number of years.

For Life and Retirement, experience may develop adversely such that additional reserves must be
established. Adverse experience could arise out of a severe short term event such as a pandemic, or due
to misestimation of long-term assumptions such as mortality improvement and interest rate assumptions.
While mortality experience is relatively stable due to the large amount of historical data available,
assumptions in respect of other variables, such as policyholder behavior can be more difficult to estimate
and may have a significant impact on reserves. Life and Retirement reserves and assumptions are
reviewed regularly and loss recognition testing and cash flow testing is carried out annually.

For a further discussion of our loss reserves see ltem 7. MD&A — Critical Accounting Estimates — Insurance
Liabilities — Loss Reserves and Insurance Reserves — Loss Reserves and Note 13 to the Consolidated
Financial Statements.

Our consolidated results of operations, liquidity, financial condition and ratings are subject to the
effects of natural and man-made catastrophic events. Events such as hurricanes, windstorms, flooding,
earthquakes, wildfires, solar storms, war or other military action, acts of terrorism, explosions and fires,
cyber-crimes, product defects, pandemic and other highly contagious diseases, mass torts and other
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catastrophes have adversely affected our business in the past and could do so in the future. For example,
we had pre-tax catastrophe losses of $2.9 billion in 2018, which included losses from Hurricanes Florence
and Michael, typhoons and earthquakes in Japan and mudslides and wildfires in California.

In addition, we recognize the scientific consensus that climate change is a reality of increasing concern,
indicated by higher concentrations of greenhouse gases, a warming atmosphere and ocean, diminished
snow and ice, and sea level rise. We understand that climate change potentially poses a serious financial
threat to society as a whole, with implications for the insurance industry in areas such as catastrophe risk
perception, pricing and modeling assumptions, particularly if the frequency and severity of natural
catastrophic events continue to increase. Because there is significant variability associated with the impacts
of climate change, we cannot predict how physical, legal, regulatory and social responses may impact our
business.

Catastrophic events, and any relevant regulations, could expose us to:

+ widespread claim costs associated with property, workers’ compensation, A&H, business interruption
and mortality and morbidity claims;

 loss resulting from a decline in the value of our invested assets;
+ limitations on our ability to recover deferred tax assets;

+ loss resulting from actual policy experience that is adverse compared to the assumptions made in
product pricing;

+ declines in value and/or losses with respect to companies and other entities whose securities we hold
and counterparties we transact business with and have credit exposure to, including reinsurers, and
declines in the value of investments; and

+ significant disruptions to our physical infrastructure, systems and operations.

Natural and man-made catastrophic events are generally unpredictable. Our exposure to
catastrophic-related loss depends on various factors, including the frequency and severity of the
catastrophes, the rate of inflation and the value and geographic or other concentrations of insured
companies and individuals. Vendor models and proprietary assumptions and processes that we use to
manage catastrophe exposure may prove to be ineffective due to incorrect assumptions or estimates.
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In addition, legislative and regulatory initiatives and court decisions following major catastrophes could
require us to pay the insured beyond the provisions of the original insurance policy and may prohibit the
application of a deductible, resulting in inflated catastrophe claims.

For further details on potential catastrophic events, including a sensitivity analysis of our exposure to
certain catastrophes, see ltem 7. MD&A — Enterprise Risk Management — Insurance Risks.

Reinsurance may not be available or affordable and may not be adequate to protect us against
losses. Our subsidiaries are major purchasers of third-party reinsurance and we use reinsurance as part of
our overall risk management strategy. Our reinsurance business also purchases retrocessional
reinsurance, which allows a reinsurer to cede to another company all or part of the reinsurance obligations
originally assumed by the reinsurer. While reinsurance does not discharge our subsidiaries from their
obligation to pay claims for losses insured or reinsured under our policies, it does make the reinsurer liable
to the subsidiaries for the reinsured portion of the risk. For this reason, reinsurance is an important tool to
manage transaction and insurance line risk retention and to mitigate losses from catastrophes. Market
conditions beyond our control may impact the availability and cost of reinsurance or retrocessional
reinsurance and could have a material adverse effect on our business, results of operations and financial
condition. For example, reinsurance may be more difficult or costly to obtain after a year with a large
number of major catastrophes. We may, at certain times, be forced to incur additional costs for reinsurance
or may be unable to obtain sufficient reinsurance on acceptable terms. In the latter case, we would have to
accept an increase in exposure to risk, reduce the amount of business written by our subsidiaries or seek
alternatives in line with our risk limits.

Additionally, we are exposed to credit risk with respect to our subsidiaries’ reinsurers to the extent the
reinsurance receivable is not secured by collateral or does not benefit from other credit enhancements. We
also bear the risk that a reinsurer may be unwilling to pay amounts we have recorded as reinsurance
recoverables for any reason, including that (i) the terms of the reinsurance contract do not reflect the intent
of the parties to the contract or there is a disagreement between the parties as to their intent, (ii) the terms
of the contract cannot be legally enforced, (iii) the terms of the contract are interpreted by a court or
arbitration panel differently than expected, (iv) the reinsurance transaction performs differently than we
anticipated due to a flawed design of the reinsurance structure, terms or conditions, or (v) a change in laws
and regulations, or in the interpretation of the laws and regulations, materially impacts a reinsurance
transaction. The insolvency of one or more of our reinsurers, or inability or unwillingness to make timely
payments under the terms of our contracts, could have a material adverse effect on our results of
operations and liquidity.

Additionally, the use of reinsurance placed in the capital markets may not provide the same levels of
protection as traditional reinsurance transactions. Any disruption, volatility and uncertainty in these markets,
such as following a major catastrophic event, may limit our ability to access such markets on terms
favorable to us or at all. Also, to the extent that we intend to use structures based on an industry loss index
or other non-indemnity trigger rather than on actual losses incurred by us, we could be subject to residual
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We currently have limited reinsurance coverage for terrorist attacks. Further, the availability of private
sector reinsurance for terrorism is limited. We rely heavily on the Terrorism Risk Insurance Program (TRIP),
which provides U.S. government risk assistance to the insurance industry to manage the exposure to
terrorism incidents in the U.S. TRIP was reauthorized in January 2015 and is scheduled to expire on
December 31, 2020. Under TRIP, once our losses for certain acts of terrorism exceed a deductible equal to
20 percent of our commercial property and casualty insurance premiums for covered lines for the prior
calendar year, the federal government will reimburse us for losses in excess of our deductible, starting at
85 percent of losses in 2015 (81 percent in 2019), and reducing by one percentage point each year, ending
at 80 percent in 2020, up to a total industry program limit of $100 billion. TRIP does not cover losses in
certain lines of business such as personal property and personal casualty. We also rely on the government
sponsored and government arranged terrorism reinsurance programs, including pools, in force in applicable
non-U.S. jurisdictions. There can be no assurance that TRIP will be reauthorized and extended past
December 31, 2020.

For additional information on our reinsurance recoverable, see Item 7. MD&A — Enterprise Risk
Management — Insurance Risks — Reinsurance Activities — Reinsurance Recoverable.

Concentration of our insurance, reinsurance and other risk exposures may have adverse effects.
We may be exposed to risks as a result of concentrations in our insurance and reinsurance policies,
derivatives and other obligations that we undertake for customers and counterparties. We manage these
concentration risks by monitoring the accumulation of our exposures to factors such as exposure type and
size, industry, geographic region, counterparty and other factors. We also seek to use third-party
reinsurance, hedging and other arrangements to limit or offset exposures that exceed the limits we wish to
retain. In certain circumstances, however, these risk management arrangements may not be available on
acceptable terms or may prove to be ineffective for certain exposures. Also, our exposure for certain single
risk coverages and other coverages may be so large that adverse experience compared to our
expectations may have a material adverse effect on our consolidated results of operations or result in
additional statutory capital requirements for our subsidiaries.

Also see Item 7. MD&A — Business Segment Operations — General Insurance — Business Strategy and —
Outlook — Industry and Economic Factors.
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Interest rate fluctuations, increased lapses and surrenders, declining investment returns and other
events may require our subsidiaries to accelerate the amortization of deferred policy acquisition
costs (DAC) and record additional liabilities for future policy benefits. We incur significant costs in
connection with acquiring new and renewal insurance business. DAC represents deferred costs that are
incremental and directly related to the successful acquisition of new business or renewal of existing
business. The recovery of these costs is generally dependent upon the future profitability of the related
business, but DAC amortization varies based on the type of contract. For long-duration traditional business,
DAC is generally amortized in proportion to premium revenue and varies with lapse experience. Actual
lapses in excess of expectations can result in an acceleration of DAC amortization.

DAC for investment-oriented products is generally amortized in proportion to estimated gross profits.
Estimated gross profits are affected by a number of assumptions, including current and expected interest
rates, net investment income and spreads, net realized capital gains and losses, fees, surrender rates,
mortality experience and equity market returns and volatility. If actual and/or future estimated gross profits
are less than originally expected, then the amortization of these costs would be accelerated in the period
the actual experience is known and would result in a charge to income. For example, if interest rates rise
rapidly and significantly, customers with policies that have interest crediting rates below the current market
may seek competing products with higher returns and we may experience an increase in surrenders and
withdrawals of life and annuity contracts, resulting in a decrease in future profitability and an acceleration of
the amortization of DAC.

We also periodically review products for potential loss recognition events, principally insurance-oriented
products. This review involves estimating the future profitability of in-force business and requires significant
management judgment about assumptions including mortality, morbidity, persistency, maintenance
expenses, and investment returns, including net realized capital gains (losses). If actual experience or
revised future expectations result in projected future losses, we may be required to amortize any remaining
DAC and record additional liabilities through a charge to policyholder benefit expense, which could
negatively affect our results of operations.

For further discussion of DAC and future policy benefits, see ltem 7. MD&A — Critical Accounting Estimates
and Notes 9 and 13 to the Consolidated Financial Statements.

Losses due to nonperformance or defaults by counterparties can materially and adversely affect
the value of our investments, our profitability and sources of liquidity. We incur credit risk with regard
to counterparties related to investments, derivatives, premiums receivable, certain General Insurance
businesses and reinsurance recoverables. These counterparties include issuers of fixed maturity and equity
securities we hold, borrowers of loans we hold, customers, trading counterparties, counterparties under
swaps and other derivative contracts, reinsurers, corporate and governmental entities whose payments or
performance we insure, clearing agents, exchanges, clearing houses and other financial intermediaries and
guarantors. These counterparties may default on their obligations to us due to bankruptcy, insolvency,
receivership, lack of liquidity, adverse economic conditions, operational failure, fraud, government
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intervention and other reasons. In addition, for exchange-traded derivatives, such as futures, options and
"cleared" over-the-counter derivatives, we are generally exposed to the credit risk of the relevant central
counterparty clearing house. Defaults by these counterparties on their obligations to us could have a
material adverse effect on the value of our investments, business, financial condition, results of operations
and liquidity. Additionally, if the underlying assets supporting the structured securities we invest in default
on their payment obligations, our securities may incur losses.

Investment Portfolio AND Concentration of Investments

The performance and value of our investment portfolio are subject to a number of risks and
uncertainties, including changes in interest rates. Our investment securities are subject to market risks
and uncertainties. In particular, interest rates are highly sensitive to many factors, including monetary and
fiscal policy, domestic and international economic and political issues and other factors beyond our control.
Changes in monetary policy or other factors may cause interest rate volatility, which could adversely affect
the value of the fixed income securities that we hold and could adversely affect our ability to sell these
securities. In addition, the evaluation of available-for-sale securities for other-than-temporary impairments,
which may occur if interest rates rise, is a quantitative and qualitative process that is subject to significant
management judgment.

For a sensitivity analysis of our exposure to certain market risk factors see ltem 7. MD&A — Enterprise Risk
Management — Market Risk Management.

For a discussion regarding changes to LIBOR rates, see “Changes in the method for determining LIBOR
and the potential replacement of LIBOR may affect our cost of capital and net investment income” below.

Furthermore, our alternative investment portfolio includes investments for which changes in fair value are
reported through operating income and are therefore subject to significant volatility. In an economic
downturn or declining market, the reduction in our investment income due to decreases in the fair value of
alternative investments could have a material adverse effect on operating income.
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Our investment portfolio is concentrated in certain segments of the economy. Our results of
operations and financial condition have in the past been, and may in the future be, adversely affected by
the degree of concentration in our investment portfolio. We have significant exposure in real estate and real
estate-related securities, including residential mortgage-backed, commercial mortgage-backed and other
asset-backed securities and commercial mortgage loans. We also have significant exposures to financial
institutions and, in particular, to money center and global banks; certain industries, such as energy and
utilities; U.S. state and local government issuers and authorities; and Euro-Zone financial institutions,
governments and corporations. Events or developments that have a negative effect on any particular
industry, asset class, group of related industries or geographic region may adversely affect our investments
to the extent they are concentrated in such segments. Our ability to sell assets concentrated in such
segments may be limited.

Our valuation of investment securities may include methodologies, estimations and assumptions
that are subject to differing interpretations and could result in changes to investment valuations
that may materially adversely affect our results of operations, financial condition and liquidity.
During periods of market disruption, it may be difficult to value certain of our investment securities if trading
becomes less frequent and/or market data becomes less observable. There may be cases where certain
assets in normally active markets with significant observable data become inactive with insufficient
observable data due to the financial environment or market conditions in effect at that time. As a result,
valuations may include inputs and assumptions that are less observable or require greater estimation and
judgment as well as valuation methods that are more complex. These values may not be realized in a
market transaction, may not reflect the value of the asset and may change very rapidly as market
conditions change and valuation assumptions are modified. Decreases in value and/or an inability to realize
that value in a market transaction or secured lending transaction may have a material adverse effect on our
results of operations, financial condition and liquidity.

LIQUIDITY, CAPITAL AND CREDIT

AIG Parent’s ability to access funds from our subsidiaries is limited. As a holding company, AlG
Parent depends on dividends, distributions and other payments from its subsidiaries to fund dividends on
AIG Common Stock, to fund repurchases of AIG Common Stock, warrants and debt obligations and to
make payments due on its obligations, including its outstanding debt. The majority of our investments are
held by our regulated subsidiaries. Our subsidiaries may be limited in their ability to make dividend
payments or other distributions to AlIG Parent in the future because of the need to support their own capital
levels or because of regulatory limits or rating agency requirements. The inability of our subsidiaries to
make payments, dividends or other distributions in an amount sufficient to enable AIG Parent to meet its
cash requirements could have an adverse effect on our operations, and on our ability to pay dividends,
repurchase AIG Common Stock, warrants and debt obligations or to meet our debt service obligations.

Our internal sources of liquidity may be insufficient to meet our needs, including providing capital
that may be required by our subsidiaries. We need liquidity to pay our operating expenses, interest on
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our debt, maturing debt obligations and to meet capital needs of our subsidiaries. If our liquidity is
insufficient to meet our needs, we may at the time need to have recourse to third-party financing, external
capital markets or other sources of liquidity, which may not be available or could be prohibitively expensive.
The availability and cost of any additional financing at any given time depends on a variety of factors,
including general market conditions, the volume of trading activities, the overall availability of credit,
regulatory actions and our credit ratings and credit capacity. It is also possible that, as a result of such
recourse to external financing, customers, lenders or investors could develop a negative perception of our
long- or short-term financial prospects. Disruptions, volatility and uncertainty in the financial markets, and
downgrades in our credit ratings, may limit our ability to access external capital markets at times and on
terms favorable to us to meet our capital and liquidity needs or prevent our accessing the external capital
markets or other financing sources.

For a further discussion of our liquidity, see Item 7. MD&A — Liquidity and Capital Resources.

AIG Parent’s ability to support our subsidiaries is limited. AIG Parent has in the past and expects to
continue to provide capital to our subsidiaries as necessary to maintain regulatory capital ratios, comply
with rating agency requirements and meet unexpected cash flow obligations. If AIG Parent is unable to
satisfy a capital need of a subsidiary, the credit rating agencies could downgrade the subsidiary’s financial
strength ratings or the subsidiary could become insolvent or, in certain cases, could be seized by its
regulator.

For further discussion of rating agency requirements, see “A downgrade in the Insurer Financial Strength
ratings of our insurance or reinsurance companies could limit their ability to write or prevent them from
writing new business and retaining customers and business” below.

Our subsidiaries may not be able to generate cash to meet their needs due to the illiquidity of some
of their investments. Our subsidiaries have investments in certain securities that may be illiquid, including
certain fixed income securities and certain structured securities, private company securities, investments in
private equity funds and hedge funds, mortgage loans, finance receivables and real estate. Collectively,
investments in these assets had a fair value of $62 billion at December 31, 2018. Adverse real estate and
capital markets, and wider credit spreads, have in the past, and may in the future, materially adversely
affect the liquidity of our other securities portfolios, including our residential and commercial

mortgage related securities portfolios. In the event
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additional liquidity is required by one or more of our subsidiaries and AlG Parent is unable to provide it, it
may be difficult for these subsidiaries to generate additional liquidity by selling, pledging or otherwise
monetizing these less liquid investments.

A downgrade in the Insurer Financial Strength ratings of our insurance or reinsurance companies
could limit their ability to write or prevent them from writing new business and retaining customers
and business. Insurer Financial Strength (IFS) ratings are an important factor in establishing the
competitive position of insurance or reinsurance companies. IFS ratings measure an insurance or
reinsurance company’s ability to meet its obligations to contract holders and policyholders. High ratings help
maintain public confidence in a company’s products, facilitate marketing of products and enhance its
competitive position. Downgrades of the IFS ratings of our insurance or reinsurance companies could
prevent these companies from selling, or make it more difficult for them to succeed in selling, products and
services, or result in increased policy cancellations, lapses and surrenders, termination of assumed
reinsurance contracts, or return of premiums. Under credit rating agency policies concerning the
relationship between parent and subsidiary ratings, a downgrade in AIG Parent’s credit ratings could result
in a downgrade of the IFS ratings of our insurance or reinsurance subsidiaries. Certain rating agencies
negatively revised the outlook for our IFS ratings in early 2017, primarily as a result of our reserve
strengthening in the fourth quarter of 2016 and related concerns regarding our profitability outlook. These
same rating agencies maintained negative outlooks on our ratings throughout 2018 and 2019 to date. We
cannot predict what actions rating agencies may take, or what actions we may take in response to the
actions of rating agencies, which could adversely affect our business.

A downgrade in our credit ratings could adversely affect our business, our results of operations or
our liquidity. Credit ratings estimate a company’s ability to meet its obligations. A downgrade of our
long-term debt ratings by the major rating agencies could potentially increase our financing costs and limit
the availability of financing. A downgrade would also require us to post additional collateral payments
related to derivative transactions to which we are a party, and could permit the termination of these
derivative transactions. This could adversely affect our business, our consolidated results of operations in a
reporting period and/or our liquidity. Certain rating agencies negatively revised our credit ratings and ratings
outlooks in early 2017, primarily as a result of our reserve strengthening in the fourth quarter of 2016 and
related concerns regarding our profitability outlook. These same rating agencies maintained negative
outlooks on our ratings throughout 2018 and 2019 to date. We cannot predict what actions rating agencies
may take, or what actions we may take in response to the actions of rating agencies, which could adversely
affect our business.

We may be required to post additional collateral because of changes in our reinsurance liabilities to
regulated insurance companies, or because of regulatory changes that affect our businesses. If our
reinsurance liabilities increase, we may be required to post additional collateral for insurance company
clients that we reinsure. In addition, regulatory changes could sometimes require us to post additional
collateral. The need to post this additional collateral, if significant enough, may require us to sell
investments at a loss in order to provide securities of suitable credit quality or otherwise secure adequate
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capital at an unattractive cost. This could adversely impact our consolidated results of operations, liquidity
and financial condition.

Changes in the method for determining LIBOR and the potential replacement of LIBOR may affect
our cost of capital and net investment income. As a result of concerns about the accuracy of the
calculation of LIBOR, a number of British Bankers’ Association (BBA) member banks entered into
settlements with certain regulators and law enforcement agencies with respect to the alleged manipulation
of LIBOR. Actions by the BBA, regulators or law enforcement agencies as a result of these or future events
may result in changes to the manner in which LIBOR is determined.

For example, on July 27, 2017, the UK Financial Conduct Authority announced that it intends to stop
persuading or compelling banks to submit LIBOR rates after 2021, which is expected to result in these
widely used reference rates no longer being available. Potential changes to LIBOR, as well as uncertainty
related to such potential changes and the establishment of any alternative reference rates, may adversely
affect the market for LIBOR-based securities and could adversely impact the substantial amount of
derivatives contracts used to hedge our insurance liabilities. In addition, the discontinuance of LIBOR or
changes or reforms to the determination or supervision of LIBOR may result in a sudden or prolonged
increase or decrease in reported LIBOR, which could have an adverse impact on the market for
LIBOR-based securities or the value of our investment portfolio and the derivatives contracts used to hedge
our insurance liabilities.

Business and operations

Our restructuring initiatives may not yield our expected reductions in expenses and improvements
in operational and organizational efficiency. We may not be able to fully realize the anticipated expense
reductions and operational and organizational efficiency improvements we expect to result from our
restructuring initiatives, including the reorganization of AlG into General Insurance and Life and Retirement
segments. Actual costs to implement these initiatives may exceed our estimates or we may be unable to
fully implement and execute these initiatives as planned. The implementation of these initiatives may harm
our relationships with customers or employees or our competitive position. Our businesses and results of
operations may be negatively impacted if we are unable to realize these anticipated expense reductions
and efficiency improvements or if implementing these initiatives harms our
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relationships with customers or employees or our competitive position. The successful implementation of
these initiatives may continue to require us to effect workforce reductions, business rationalizations,
systems enhancements, business process outsourcing, business and asset dispositions and acquisitions
and other actions, which depend on a number of factors, some of which are beyond our control.

Pricing for our products is subject to our ability to adequately assess risks and estimate losses.
We seek to price our insurance and reinsurance products such that premiums, policy fees and charges,
and future net investment income earned on revenues received will result in an acceptable profit in excess
of expenses and the cost of paying claims. Our business is dependent on our ability to price our products
effectively and charge appropriate premiums. Pricing adequacy depends on a number of factors and
assumptions, including proper evaluation of insurance risks, our expense levels, net investment income
realized, our response to rate actions taken by competitors, legal and regulatory developments and the
ability to obtain regulatory approval for rate changes. Some life insurance business has the ability to adjust
certain nonguaranteed charges or benefits if necessary; however, this right is limited and may be subject to
guaranteed minimums and/or maximums and may result in reputational and/or litigation risk. Inadequate
pricing could have a material adverse effect on our results of operations and financial condition.

Guarantees within certain of our products may increase the volatility of our results. Certain of our
annuity and life insurance products include features that guarantee a certain level of benefits, including
guaranteed minimum death benefits (GMDB), guaranteed living benefits (GLB), and products with
guaranteed interest crediting rates tied to an index.

For a discussion of market risk management related to these product features see Iltem 7. MD&A —
Enterprise Risk Management — Insurance Risks — Life and Retirement Companies Key Risks — Variable
Annuity Risk Management and Hedging Programs.

Differences between the change in fair value of the embedded derivatives associated with some of these
guarantees and the related hedging portfolio can be caused by extreme and unanticipated movements in
the equity markets, interest rates and market volatility, policyholder behavior that differs from our
assumptions and our inability to purchase hedging instruments at prices consistent with the desired risk
and return trade-off. The occurrence of one or more of these events could result in an increase in the
liabilities associated with the guaranteed benefits, reducing our net income and shareholders’ equity. While
we believe that our actions have reduced the risks related to guaranteed benefits and guaranteed interest
crediting, our exposure may not be fully or correctly hedged.

For more information regarding these products see Notes 5 and 14 to the Consolidated Financial
Statements, Item 1. Business — Regulation, and ltem 7. MD&A — Critical Accounting Estimatesinsurance
Liabilities — Guaranteed Benefit Features of Variable Annuity Products.

Our foreign operations expose us to risks that may affect our operations. We provide insurance,
reinsurance, investment and other financial products and services to both businesses and individuals in
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more than 80 countries and jurisdictions. A substantial portion of our business is conducted outside the
U.S., and we intend to continue to grow business in strategic markets. Operations outside the U.S. may be
affected by regional economic downturns, changes in foreign currency exchange rates, political events or
upheaval, nationalization and other restrictive government actions, which could also affect our other
operations.

The degree of regulation and supervision in foreign jurisdictions varies. AlG subsidiaries operating in
foreign jurisdictions must satisfy local regulatory requirements and it is possible that local licenses may
require AIG Parent to meet certain conditions. Licenses issued by foreign authorities to our subsidiaries are
subject to modification and revocation. Consequently, our insurance subsidiaries could be prevented from
conducting future business in some of the jurisdictions where they currently operate. Adverse actions from
any single country could adversely affect our results of operations, depending on the magnitude of the
event and our financial exposure at that time in that country.

On June 23, 2016, the United Kingdom (UK) held a referendum in which a majority voted for the UK to
withdraw its membership in the European Union (EU), commonly referred to as Brexit. The terms of
withdrawal remain uncertain, with the draft withdrawal agreement having to date been rejected by the UK
Parliament. There can be no assurance that a withdrawal agreement will be reached prior to Brexit. We
have significant operations and employees in the UK and other EU member states, and, as a result of
Brexit, we have completed a reorganization of our operations and legal entity structure in the UK and the
EU through the establishment of a new European subsidiary in Luxembourg with branches across the EEA
and Switzerland, and a new UK subsidiary. For additional information regarding the reorganization of our
European operations in light of Brexit, see ltem 1. Business — Regulation — International Regulation — Brexit.
However, there remains uncertainty around the post-Brexit regulatory environment. Brexit has also affected
the U.S. dollar/British pound exchange rate, increased the volatility of exchange rates among the euro,
British pound and the Japanese yen, and created volatility in the financial markets. It is possible that the
uncertainty around the outcome of the negotiations between the UK and the EU will lead to further
turbulence in the financial markets, which may affect the value of our investments.

We may experience difficulty in marketing and distributing products through our current and future
distribution channels. Although we distribute our products through a wide variety of distribution channels,
we maintain relationships with certain key distributors. Distributors have in the past, and may in the future,
elect to renegotiate the terms of existing relationships, or reduce or
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terminate their distribution relationships with us, including for such reasons as industry consolidation of
distributors or other industry changes that increase the competition for access to distributors, developments
in legislation or regulation that affect our business, adverse developments in our business, adverse rating
agency actions or concerns about market-related risks. An interruption in certain key relationships could
materially affect our ability to market our products and could have a material adverse effect on our
businesses, operating results and financial condition.

In addition, when our products are distributed through unaffiliated firms, we may not be able to monitor or
control the manner of their distribution, despite our training and compliance programs. If our products are
distributed to customers for whom they are unsuitable or distributed in any other inappropriate manner, we
may suffer reputational and other harm to our business.

We are exposed to certain risks if we are unable to maintain the availability of our electronic data
systems and safeguard the security of our data, which could compromise our ability to conduct
business and adversely affect our consolidated financial condition or results of operations. We use
computer systems to store, retrieve, evaluate and use customer, employee, and company data and
information. Some of these systems, in turn, rely upon third-party systems. Additionally, some of our
systems are older, legacy-type systems that are less efficient and require an ongoing commitment of
significant resources to maintain or upgrade. Our business is highly dependent on our ability to access
these systems to perform necessary business functions. These functions include providing insurance or
reinsurance quotes, processing premium payments, making changes to existing policies, filing and paying
claims, administering life and annuity products and mutual funds, providing customer support, executing
transactions and managing our investment portfolios. Systems failures or outages could compromise our
ability to perform these functions in a timely manner, which could harm our ability to conduct business, hurt
our relationships with our business partners and customers and expose us to legal claims as well as
regulatory investigations and sanctions. In the event of a natural disaster, a computer virus, unauthorized
access, a terrorist attack, cyberattack or other disruption inside or outside the U.S., our systems may be
inaccessible to our employees, customers or business partners for an extended period of time, and our
employees may be unable to perform their duties for an extended period of time if our data or systems are
disabled, manipulated, destroyed or otherwise compromised.

Like other global companies, our systems have in the past been, and will likely in the future be, subject to
or targets of unauthorized or fraudulent access, including physical or electronic break-ins or unauthorized
tampering, as well as attempted cyber and other security threats and other computer-related penetrations.
The frequency and sophistication of such threats continue to increase. We must continuously monitor and
develop our information technology networks and infrastructure to prevent, detect, address and mitigate the
risk of threats to our data and systems, including malware and computer virus attacks, ransomware,
unauthorized access, misuse, denial-of-service attacks, system failures and disruptions. There is no
assurance that our security measures, including information security policies, administrative, technical and
physical controls and other preventative actions, will provide fully effective protection from such events. AlG
maintains cyber risk insurance, but this insurance may not cover all costs associated with the
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consequences of personal, confidential or proprietary information being compromised. In some cases, such
unauthorized access may not be immediately detected. This may impede or interrupt our business
operations and could adversely affect our consolidated financial condition or results of operations.

In addition, we routinely transmit, receive and store personal, confidential and proprietary information by
email and other electronic means. Although we attempt to keep such information confidential, we may be
unable to do so in all events, especially with clients, vendors, service providers, counterparties and other
third parties who may not have or use appropriate controls to protect personal, confidential or proprietary
information. Any problems caused by these third parties, including those resulting from breakdowns or
other disruptions in communication services provided by a vendor, failure of a vendor to handle current or
higher volumes, cyber-attacks and security breaches at a vendor could adversely affect our ability to deliver
products and services to our customers and otherwise conduct our business.

Furthermore, certain of our businesses are subject to compliance with laws and regulations enacted by
U.S. federal and state governments, the European Union or other jurisdictions or enacted by various
regulatory organizations or exchanges relating to the privacy and security of the information of clients,
employees or others. The variety of applicable privacy and information security laws and regulations could
expose us to heightened regulatory scrutiny and may require us to incur significant technical, legal and
other expenses to ensure and maintain compliance. If we are found not to be in compliance with these laws
and regulations, we could be subjected to significant civil and criminal liability and exposed to reputational
harm. For additional information on data protection and cybersecurity regulations, see ltem 1. Business —
Regulation — U.S. Regulation — Privacy, Data Protection and Cybersecurity and — International Regulation —
Privacy, Data Protection and Cybersecurity. Additionally, the compromise of personal, confidential or
proprietary information could cause a loss of data, give rise to remediation or other expenses, expose us to
liability under U.S. and international laws and regulations, and subject us to litigation, investigations,
sanctions and regulatory and law enforcement action, and result in reputational harm and loss of business,
which could have a material adverse effect on our business, cash flows, financial condition and results of
operations.

We are continuously evaluating and enhancing systems and creating new systems and processes as our
business depends on our ability to maintain and improve our technology systems for interacting with
customers, brokers and employees. Due to the complexity
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and interconnectedness of our systems and processes, these changes, as well as changes designed to
update and enhance our protective measures to address new threats, may increase the risk of a system or
process failure or the creation of a gap in our security measures. Any such failure or gap could adversely
affect our business operations and the advancement of our business or strategic initiatives.

Business or asset acquisitions and dispositions may expose us to certain risks. The completion of
any business or asset acquisition or disposition is subject to certain risks, including those relating to the
receipt of required regulatory approvals, the terms and conditions of regulatory approvals, the occurrence
of any event, change or other circumstances that could give rise to the termination of a transaction and the
risk that parties may not be willing or able to satisfy the conditions to a transaction. As a result, there can be
no assurance that any business or asset acquisition or disposition will be completed as contemplated, or at
all, or regarding the expected timing of the completion of the acquisition or disposition. Once we complete
acquisitions or dispositions, there can be no assurance that we will realize the anticipated economic,
strategic or other benefits of any transaction. For example, the integration of businesses we acquire may
not be as successful as we anticipate or there may be undisclosed risks present in such businesses.
Acquisitions involve a number of risks, including operational, strategic, financial, accounting, legal,
compliance and tax risks. Difficulties integrating an acquired business may result in the acquired business
performing differently than we expected (including through the loss of customers) or in our failure to realize
anticipated expense-related efficiencies. Our existing businesses could also be negatively impacted by
acquisitions. Risks resulting from future acquisitions may have a material adverse effect on our results of
operations and financial condition. In connection with a business or asset disposition, we may also hold a
concentrated position in securities of the acquirer as part of the consideration, which subjects us to risks
related to the price of equity securities and our ability to monetize such securities.

Indemnity claims could be made against us in connection with divested businesses. We have
provided financial guarantees and indemnities in connection with the businesses we have sold, as
described in greater detail in Note 16 to the Consolidated Financial Statements. While we do not currently
believe that claims under these indemnities will be material, it is possible that significant indemnity claims
could be made against us. If such a claim or claims were successful, it could have a material adverse effect
on our results of operations, cash flows and liquidity.

For additional information on these financial guarantees and indemnities see Note 16 to the Consolidated
Financial Statements.

Significant legal proceedings may adversely affect our results of operations or financial condition.
Like others in the insurance and financial services industries in general, in the ordinary course of operating
our businesses we face significant risk from regulatory and governmental investigations and civil actions,
litigation and other forms of dispute resolution in various domestic and foreign jurisdictions. In our insurance
and reinsurance operations, we frequently engage in litigation and arbitration concerning the scope of
coverage under insurance and reinsurance contracts, and face litigation and arbitration in which our
subsidiaries defend or indemnify their insureds under insurance contracts. AlG, our subsidiaries and their
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respective officers and directors are also subject to a variety of additional types of legal disputes brought by
holders of AlG securities, customers, employees and others, alleging, among other things, breach of
contractual or fiduciary duties, bad faith and violations of federal and state statutes and regulations. Certain
of these matters involve potentially significant risk of loss due to the possibility of significant jury awards
and settlements, punitive damages or other penalties. Many of these matters are also highly complex and
seek recovery on behalf of a class or similarly large number of plaintiffs. It is therefore inherently difficult to
predict the size or scope of potential future losses arising from them, and developments in these matters
could have a material adverse effect on our consolidated financial condition or consolidated results of
operations for an individual reporting period.

For a discussion of certain legal proceedings, including certain tax controversies, see Notes 16 and 23 to
the Consolidated Financial Statements.

Our risk management policies and procedures may prove to be ineffective and leave us exposed to
unidentified or unanticipated risk, which could adversely affect our businesses or result in losses.

We have developed and continue to develop enterprise-wide risk management policies and procedures to

mitigate risk and loss to which we are exposed.

There are, however, inherent limitations to risk management strategies because there may exist, or
develop in the future, risks that we have not appropriately anticipated or identified. If our risk management
policies and procedures are ineffective, we may suffer unexpected losses and could be materially adversely
affected. As our businesses change and the markets in which we operate evolve, our risk management
framework may not evolve at the same pace as those changes. As a result, there is a risk that new
products or new business strategies may present risks that are not appropriately identified, monitored or
managed. In times of market stress, unanticipated market movements or unanticipated claims experience
resulting from adverse mortality, morbidity or policyholder behavior, the effectiveness of our risk
management strategies may be limited, resulting in losses to us. In addition, there can be no assurance
that we can effectively review and monitor all risks or that all of our employees will follow our risk
management policies and procedures.
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REGULATION

Our businesses are heavily regulated and changes in regulation may affect our operations, increase
our insurance subsidiary capital requirements or reduce our profitability. Our operations generally,
and our insurance and reinsurance subsidiaries, in particular, are subject to extensive and potentially
conflicting supervision and regulation by national authorities and by the various jurisdictions in which we do
business. Supervision and regulation relate to numerous aspects of our business and financial condition.
Federal, state and foreign regulators also periodically review and investigate our insurance and reinsurance
businesses, including AlG-specific and industry-wide practices. The primary purpose of insurance
regulation is the protection of our insurance and reinsurance contract holders, and not our investors. The
extent of domestic regulation varies, but generally is governed by state statutes which delegate regulatory,
supervisory and administrative authority to state insurance departments. In addition, federal and state
securities laws and regulations apply to certain of our insurance products that are considered ‘securities’
under such laws, including our variable annuity contracts, variable life insurance policies and the separate
accounts that issue them, as well as our broker-dealer, investment advisor and mutual funds operations.
These laws and regulations generally grant regulatory agencies and self-regulatory organizations broad
rulemaking and enforcement powers, including the power to regulate the issuance, sale and distribution of
our products and limit or restrict the conduct of business for failure to comply with applicable securities laws
and regulations.

We strive to maintain all required licenses and approvals and to comply with applicable laws and
regulations. The application of and compliance with laws and regulations applicable to our businesses,
operations and legal entities are subject to interpretation. The relevant authority may not agree with our
interpretation of these laws and regulations, capital and reserving requirements, and such authority’s
interpretation may also change from time to time. Regulatory authorities also have relatively broad
discretion to grant, renew or revoke licenses and approvals. If we do not have the required licenses and
approvals or do not comply with applicable regulatory requirements, these authorities could preclude or
temporarily suspend us from carrying on some or all of our activities or impose substantial fines. Further,
insurance regulatory authorities have relatively broad discretion to issue orders of supervision, which permit
them to supervise the business and operations of an insurance or reinsurance company.

In the U.S., the RBC formula is designed to measure the adequacy of an insurer’s statutory surplus in
relation to the risks inherent in its business. Every state has adopted, in substantial part, the RBC Model
Law promulgated by the NAIC or a substantially similar law, which specifies the regulatory actions the
insurance regulator may take if an insurer’'s RBC calculations fall below specific thresholds. Those actions
range from requiring an insurer to submit a plan describing how it would regain a specified RBC ratio to a
mandatory regulatory takeover of the company. The NAIC and certain international standard-setting bodies
are also considering methodologies for assessing group-wide regulatory capital, which might evolve into
more formal group-wide capital requirements on certain insurance companies that may augment state-law
RBC standards that apply at the legal entity level, and such capital calculations may be made, in whole or
in part, on bases other than the statutory statements of our U.S. insurance subsidiaries. We cannot predict
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the effect these initiatives may have on our business, consolidated results of operations, liquidity and
financial condition.

See “Actions by foreign governments, regulators and international standard setters could result in
substantial additional regulation to which we may be subject” below for additional information on increased
capital and other requirements that may be imposed on us.

The degree of regulation and supervision in foreign jurisdictions varies. AlG subsidiaries operating in
foreign jurisdictions must satisfy local regulatory requirements and it is possible that local licenses may
require AIG Parent to meet certain conditions. Licenses issued by foreign authorities to our subsidiaries are
subject to modification and revocation. Accordingly, our insurance subsidiaries could be prevented from
conducting future business in certain of the jurisdictions where they currently operate. Adverse actions from
any single country could adversely affect our business, consolidated results of operations, liquidity and
financial condition, depending on the magnitude of the event and our financial exposure at that time in that
country.

For further discussion of our regulatory environment see Item 1. Business — Regulation.

Certain provisions of Dodd-Frank remain relevant to insurance groups generally, including AIG. The
Financial Stability Oversight Council (Council) rescinded our designation as a nonbank systemically
important financial institution (nonbank SIFI) on September 29, 2017, but the Council remains authorized
under Dodd-Frank to determine, subject to certain statutory and regulatory standards, that certain nonbank
financial companies be designated as nonbank SIFIs subject to supervision by the Board of Governors of
the Federal Reserve System and enhanced prudential standards. The Council may also recommend that
state insurance regulators or other regulators apply new or heightened standards and safeguards for
activities or practices that we and other insurers or other nonbank financial services companies, including
insurers, engage in. Additionally, Dodd-Frank directs existing and newly created government agencies and
bodies to promulgate regulations implementing the law, which is an ongoing process. There remains
considerable uncertainty as to the potential adoption and timing of regulatory changes related to
Dodd-Frank. We cannot predict the requirements of the regulations that may be ultimately adopted or the
impact they may have on our businesses, consolidated results of operations, liquidity and financial
condition.
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See Item 1. Business — Regulation — U.S. Regulation — Dodd-Frank for further discussion of provisions of
Dodd-Frank that remain relevant to insurance groups generally.

Actions by foreign governments, regulators and international standard setters could result in
substantial additional regulation to which we may be subject. We cannot predict the impact laws and
regulations adopted in foreign jurisdictions may have on the financial markets generally or our businesses,
results of operations or cash flows. It is possible such laws and regulations, our status as an Internationally
Active Insurance Group (IAIG) and certain standard-setting initiatives by the FSB and the IAIS, including,
but not limited to, the ongoing development of a holistic framework for the assessment and mitigation of
systemic risk and a risk-based global insurance capital standard (ICS), and implementation of Solvency Il in
the European Union, may significantly alter our business practices. They may also limit our ability to
engage in capital or liability management, require us to raise additional capital, and impose burdensome
requirements and additional costs. It is possible that the laws and regulations adopted in foreign
jurisdictions will differ from one another, and that they could be inconsistent with the laws and regulations of
other jurisdictions including the U.S.

For further details on these international regulations and their potential impact on AlG and its businesses,
see Item 1. Business — Regulation — International Regulation.

The USA PATRIOT Act, the Office of Foreigh Assets Control regulations and similar laws and
regulations that apply to us may expose us to significant penalties. The operations of our subsidiaries
are subject to laws and regulations, including, in some cases, the USA PATRIOT Act of 2001, which
require companies to know certain information about their clients and to monitor their transactions for
suspicious activities. Also, the Department of the Treasury’s Office of Foreign Assets Control administers
regulations requiring U.S. persons to refrain from doing business, or allowing their clients to do business
through them, with certain organizations or individuals on a prohibited list maintained by the U.S.
government or with certain countries. The UK, the EU and other jurisdictions maintain similar laws and
regulations. The laws and regulations of other jurisdictions may sometimes conflict with those of the U.S.
Although we have instituted compliance programs to address these requirements as well as potential
conflicts of law, there are inherent risks in global transactions.

Attempts to efficiently manage the impact of Regulation XXX and Actuarial Guideline AXXX may fail
in whole or in part resulting in an adverse effect on our financial condition and results of
operations. The NAIC Model Regulation “Valuation of Life Insurance Policies” (Regulation XXX) requires
insurers to establish additional statutory reserves for term life insurance policies with long-term premium
guarantees and universal life policies with secondary guarantees. In addition, NAIC Actuarial Guideline 38
(AG 38, also referred to as Guideline AXXX) clarifies the application of Regulation XXX as to certain
universal life insurance policies with secondary guarantees.

Our domestic Life and Retirement companies manage the capital impact of statutory reserve requirements
under Regulation XXX and Guideline AXXX through reinsurance transactions, to maintain their ability to
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offer competitive pricing and successfully market such products. The application of Regulation XXX and
Guideline AXXX involve numerous interpretations. If state insurance departments do not agree with our
interpretations or if regulations change with respect to our ability to manage the capital impact of certain
statutory reserve requirements, our statutory reserve requirements could increase, or our ability to take
reserve credit for reinsurance transactions could be reduced or eliminated. As a result, we could be
required to increase prices on our products, raise capital to replace the reserve credit provided by the
reinsurance transactions or incur higher costs to obtain reinsurance, each of which could adversely affect
our competitive position, financial condition or results of operations. If our actions to efficiently manage the
impact of Regulation XXX or Guideline AXXX on future sales of term and universal life insurance products
are not successful, we may incur higher operating costs or our sales of these products may be affected.

For additional information on statutory reserving requirements under Regulation XXX and Guideline AXXX
and our use of reinsurance see Note 19 to the Consolidated Financial Statements.

Third parties we rely upon to provide certain business and administrative services on our behalf
may not perform as anticipated, which could have an adverse effect on our business and results of
operations. We rely on the use of third-party providers to deliver contracted services in a broad range of
areas, including the administration or servicing of certain policies and contracts and investment accounting
and operation functions. Some of these providers are located outside the U.S., which exposes us to
business disruptions and political risks inherent when conducting business outside of the U.S. We
periodically negotiate provisions and renewals of these relationships, and there can be no assurance that
such terms will remain acceptable to us or such third parties. If such third-party providers experience
disruptions or do not perform as anticipated or in compliance with applicable laws and regulations, or we
experience problems with a transition to a third-party provider, we may experience operational difficulties,
an inability to meet obligations (including, but not limited to, legal, regulatory or policyholder obligations), a
loss of business and increased costs, reputational harm, or suffer other negative consequences, all of
which may have a material adverse effect on our business, consolidated results of operations, liquidity and
financial condition.
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For a discussion regarding cyber risk arising from third-party providers, see “We are exposed to certain
risks if we are unable to maintain the availability of our electronic data systems and safeguard the security
of our data, which could compromise our ability to conduct business and adversely affect our consolidated
financial condition or results of operations” above.

New laws and regulations may affect our businesses, results of operations, financial condition and
ability to compete effectively. Legislators, regulators and self-regulatory organizations may periodically
consider various proposals that may affect our business practices and product designs, how we sell or
service certain products we offer, or the profitability of certain of our businesses. New laws and regulations
may even affect our ability to conduct certain businesses at all, including proposals relating to restrictions
on the type of activities in which financial institutions are permitted to engage. These proposals could also
impose additional taxes on a limited subset of financial institutions and insurance companies (either based
on size, activities, geography or other criteria). It is uncertain whether and how these and other such
proposals would apply to us, those who sell or service our products, or our competitors or how they could
impact our ability to compete effectively, as well as our business, consolidated results of operations,
liquidity and financial condition.

An “ownership change” could limit our ability to utilize tax loss and credit carryforwards to offset
future taxable income. As of December 31, 2018, on a tax basis, we had U.S. federal net operating loss
carryforwards of approximately $36.3 billion, $82 million in capital loss carryforwards, $3.5 billion in foreign
tax credits and $814 million in other tax credits (tax loss and credit carryforwards). Our ability to use these
tax attributes to offset future taxable income may be significantly limited if we experience an “ownership
change” as defined in Section 382 of the Internal Revenue Code of 1986, as amended (the Code). In
general, an ownership change will occur when the percentage of AIG Parent's ownership (by value) of one
or more “5-percent shareholders” (as defined in the Code) has increased by more than 50 percent over the
lowest percentage owned by such shareholders at any time during the prior three years (calculated on a
rolling basis). An entity that experiences an ownership change generally will be subject to an annual
limitation on its pre-ownership change tax loss and credit carryforwards equal to the equity value of the
corporation immediately before the ownership change, multiplied by the long-term, tax-exempt rate posted
monthly by the IRS (subject to certain adjustments). The annual limitation would be increased each year to
the extent that there is an unused limitation in a prior year. The limitation on our ability to utilize tax loss and
credit carryforwards arising from an ownership change under Section 382 would depend on the value of our
equity at the time of any ownership change. If we were to experience an “ownership change”, it is possible
that a significant portion of our tax loss and credit carryforwards could expire before we would be able to
use them to offset future taxable income.

On March 9, 2011, our Board adopted our Tax Asset Protection Plan (the Plan) to help protect these tax
loss and credit carryforwards, and on December 14, 2016, the Board adopted an amendment to the Plan,
extending its expiration date to December 14, 2019. Our shareholders ratified the amendment of the Plan
at our 2017 Annual Meeting of Shareholders. At our 2011 Annual Meeting of Shareholders, shareholders
adopted a protective amendment to our Restated Certificate of Incorporation (Protective Amendment),
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which is designed to prevent certain transfers of AIG Common Stock that could result in an “ownership
change”. At our 2017 Annual Meeting of Shareholders, our shareholders approved the amendment to our
Amended and Restated Certificate of Incorporation to adopt a successor to the Protective Amendment that
contains substantially the same terms as the Protective Amendment but would expire on June 28, 2020.

The Plan is designed to reduce the likelihood of an “ownership change” by (i) discouraging any person or
group from becoming a 4.99 percent shareholder and (ii) discouraging any existing 4.99 percent
shareholder from acquiring additional shares of AIG Common Stock. The Protective Amendment generally
restricts any transfer of AIG Common Stock that would (i) increase the ownership by any person to 4.99
percent or more of AIG stock then outstanding or (ii) increase the percentage of AlG stock owned by a Five
Percent Stockholder (as defined in the Plan). Despite the intentions of the Plan and the Protective
Amendment to deter and prevent an “ownership change”, such an event may still occur. In addition, the Plan
and the Protective Amendment may make it more difficult and more expensive to acquire us, and may
discourage open market purchases of AIG Common Stock or a non-negotiated tender or exchange offer for
AIG Common Stock. Accordingly, the Plan and the Protective Amendment may limit a shareholder’s ability
to realize a premium over the market price of AIG Common Stock in connection with any stock transaction.

Changes to tax laws, including U.S. legislation enacted in late 2017, could increase our corporate
taxes or make some of our products less attractive to consumers.

On December 22, 2017 President Trump signed major tax legislation into law (Public Law 115-97) (the Tax
Act). The Tax Act, known informally as the Tax Cuts and Jobs Act, reduced the statutory rate of U.S.
federal corporate income tax to 21 percent and enacted numerous other changes impacting AlG and the
insurance industry.

The reduction in the statutory U.S. federal corporate income tax rate is expected to positively impact AIG’s
future U.S. after-tax earnings. Other changes in the Tax Act that broaden the tax base by reducing or
eliminating deductions for certain items (e.g., reductions to separate account dividends received
deductions, disallowance of entertainment expenses, and limitations on the deduction of certain executive
compensation costs) will offset a portion of the benefits from the lower statutory rate. Other specific
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changes, including the calculation of insurance tax reserves and the amortization of deferred acquisition
costs, will impact the timing of our tax expense items and could impact the pricing of certain insurance
products.

In addition to changing the taxation of corporations in general and insurance companies in particular, the
Tax Act temporarily reduced certain tax rates for individuals and increased the exemption for the federal
estate tax. These changes could reduce demand in the U.S. for life insurance and annuity contracts, which
would reduce our income due to lower sales of these products or potential increased surrenders of in-force
business.

Furthermore, the overall impact of the Tax Act is subject to the effect of other complex provisions in the Tax
Act (including the base erosion and anti-abuse tax (BEAT) and global intangible low-taxed income (GILTI)),
which reduce a portion of the benefit from the lower statutory U.S. federal rate. While the U.S. tax
authorities issued formal guidance and proposed regulations for BEAT and other provisions of the Tax Act,
there are still certain aspects of the Tax Act that remain unclear. AIG will continue to review the impact of
both BEAT and GILTI as further guidance is issued. Any further guidance may result in changes to the
interpretations and assumptions we made and actions we may take, which as a result may impact the
amounts recorded with respect to international provisions of the Tax Act, possibly materially. In addition, if
BEAT induces other countries to enact similar legislation that could impact cross-border reinsurance
transactions, AlG could be negatively impacted by increased tax costs in those countries.

Finally, it is possible that tax laws will be further changed either in a technical corrections bill or entirely new
legislation. It remains difficult to predict whether or when there will be any tax law changes or further
guidance by the authorities in the U.S. or elsewhere in the world having a material adverse effect on our
business, consolidated results of operations, liquidity and financial condition, as the impact of broad
proposals on our business can vary substantially depending upon the specific changes or further guidance
made and how the changes or guidance are implemented by the authorities.

For additional information see Item 7. MD&A — Consolidated Results of Operations — U.S. Tax Reform
Overview.

COMPETITION and employees

We face intense competition in each of our businesses. Our businesses operate in highly competitive
environments, both domestically and overseas. Our principal competitors are other large multinational
insurance organizations, as well as banks, investment banks and other nonbank financial institutions. The
insurance industry in particular is highly competitive. Within the U.S., our General Insurance companies
compete with other stock companies, specialty insurance organizations, mutual insurance companies and
other underwriting organizations. Our Life and Retirement companies compete in the U.S. with life
insurance companies and other participants in related financial services fields. Overseas, our subsidiaries
compete for business with the foreign insurance operations of large U.S. insurers and with global insurance
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groups and local companies. Technological advancements and innovation in the insurance industry may
present competitive risks; technological advancements and innovation are occurring in distribution,
underwriting, claims and operations and at a pace that may increase, particularly as companies
increasingly use data analytics and technology as part of their business strategy. Our business and results
of operations could be materially and adversely affected if technological advancements or innovation limit
our ability to retain existing business, write new business at adequate rates or on appropriate terms, render
our insurance products less suitable or impact our ability to adapt or deploy current products as quickly and
effectively as our competitors.

Reductions of our credit ratings or negative publicity may make it more difficult to compete to retain existing
customers and to maintain our historical levels of business with existing customers and counterparties.
General Insurance companies and Life and Retirement companies compete through a combination of risk
acceptance criteria, product pricing, and terms and conditions. Retirement services companies compete
through crediting rates and the issuance of guaranteed benefits. A decline in our position as to any one or
more of these factors could adversely affect our profitability.

Competition for employees in our industry is intense, and we may not be able to attract and retain
the highly skilled people we need to support our business. Our success depends, in large part, on our
ability to attract and retain key people. Due to the intense competition in our industry for key employees
with demonstrated ability, we may be unable to hire or retain such employees. In addition, we may
experience higher than expected employee turnover and difficulty attracting new employees as a result of
uncertainty from strategic actions and organizational and operational changes. Losing any of our key
people also could have a material adverse effect on our operations given their skills, knowledge of our
business, years of industry experience and the potential difficulty of promptly finding qualified replacement
employees. Our business and consolidated results of operations could be materially adversely affected if
we are unsuccessful in attracting and retaining key employees.

Managing key employee succession and retention is critical to our success. We would be adversely
affected if we fail to adequately plan for the succession of our senior management and other key
employees. While we have succession plans and long-term compensation plans designed to retain our
employees, our succession plans may not operate effectively and our compensation plans cannot
guarantee that the services of these employees will continue to be available to us.
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Employee error and misconduct may be difficult to detect and prevent and may result in significant
losses. There have been a number of cases involving fraud or other misconduct by employees in the
financial services industry in recent years and we run the risk that employee misconduct could occur.
Instances of fraud, illegal acts, errors, failure to document transactions properly or to obtain proper internal
authorization, misuse of customer or proprietary information, or failure to comply with regulatory
requirements or our internal policies may result in losses and/or reputational damage. It is not always
possible to deter or prevent employee misconduct, and the controls that we have in place to prevent and
detect this activity may not be effective in all cases.

We may not be able to protect our intellectual property and may be subject to infringement claims.
We rely on a combination of contractual rights and copyright, trademark, patent and trade secret laws to
establish and protect our intellectual property. Although we use a broad range of measures to protect our
intellectual property rights, third parties may infringe or misappropriate our intellectual property. We may
have to litigate to enforce and protect our intellectual property and to determine its scope, validity or
enforceability, which could divert significant resources and may not prove successful. Litigation to enforce
our intellectual property rights may not be successful and cost a significant amount of money. The inability
to secure or enforce the protection of our intellectual property assets could harm our reputation and have a
material adverse effect on our business and our ability to compete. We also may be subject to costly
litigation in the event that another party alleges our operations or activities infringe upon their intellectual
property rights, including patent rights, or violate license usage rights. Any such intellectual property claims
and any resulting litigation could result in significant expense and liability for damages, and in some
circumstances we could be enjoined from providing certain products or services to our customers, or
utilizing and benefiting from certain patent, copyrights, trademarks, trade secrets or licenses, or
alternatively could be required to enter into costly licensing arrangements with third parties, all of which
could have a material adverse effect on our business, consolidated results of operations and financial
condition.

ESTIMATES AND ASSUMPTIONS

Estimates used in the preparation of financial statements and modeled results used in various
areas of our business may differ materially from actual experience. Our financial statements are
prepared in conformity with U.S. Generally Accepted Accounting Principles (U.S. GAAP), which requires
the application of accounting policies that often involve a significant degree of judgment. The accounting
policies that we consider most dependent on the application of estimates and assumptions, and therefore
may be viewed as critical accounting estimates, are described in Item 7. MD&A — Critical Accounting
Estimates. These accounting estimates require the use of assumptions, some of which are highly uncertain
at the time of estimation. These estimates are based on judgment, current facts and circumstances, and,
when applicable, internally developed models. Therefore, actual results could differ from these estimates,
possibly in the near term, and could have a material effect on our consolidated financial statements.
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In addition, we employ models to price products, calculate reserves and value assets, as well as evaluate
risk and determine capital requirements, among other uses. These models rely on estimates and
projections that are inherently uncertain, may use incomplete, outdated or incorrect data or assumptions
and may not operate properly. As our businesses continue to expand and evolve, the number and
complexity of models we employ has grown, increasing our exposure to error in the design, implementation
or use of models, including the associated input data, controls and assumptions and the controls we have
in place to mitigate their risk may not be effective in all cases.

Changes in accounting principles and financial reporting requirements could impact our
consolidated results of operations and financial condition. Our financial statements are subject to the
application of U.S. GAAP, which is periodically revised. Accordingly, from time to time, we are required to
adopt new or revised accounting standards issued by recognized authoritative bodies, including the
Financial Accounting Standards Board (FASB).

The International Accounting Standards Board (IASB) has issued International Financial Reporting
Standard (IFRS) 17, Insurance Contracts, with an effective date of January 1, 2021. This new standard will
require significant changes to accounting measurements for long-duration insurance contracts for many of
our international operations.

The FASB has revised the accounting standards for insurance contracts. The FASB adopted standards as
of December 31, 2017 focused on disclosures for short-duration insurance contracts, which primarily relate
to our property casualty products. In addition, the FASB issued Accounting Standards Update (ASU) No.
2018-12 — Targeted Improvements to the Accounting for Long-Duration Contracts, which has an effective
date of January 1, 2021 and is intended to improve, simplify and enhance the accounting measurements
and disclosures for long-duration insurance contracts, which primarily relates to our life and annuity
products. Changes to the manner in which we account for long-duration products could impact our
consolidated results of operations, liquidity and financial condition.

The FASB issued ASU No. 2016-13 — Measurement of Credit Losses on Financial Instruments, which has
an effective date of January 1, 2020. This standard will change how we account for credit losses for most
financial assets, trade receivables and reinsurance receivables. The standard will replace the existing
incurred loss impairment model with a new “current expected credit loss model” that generally will result in
earlier recognition of credit losses. The standard will apply to financial assets subject to credit
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losses, including loans measured at amortized cost, reinsurance receivables and certain off-balance sheet
credit exposures. Additionally, the impairment of available-for-sale debt securities, including purchased
credit deteriorated securities, are subject to the new guidance and will be measured in a similar manner,
except that losses will be recognized as allowances rather than reductions in the amortized cost of the
securities. The standard will impact our consolidated results of operations, liquidity and financial condition
and will require additional information to be disclosed in the Notes to the Consolidated Financial
Statements.

The adoption of the newly issued standards as well as other future accounting standards could impact our
reported consolidated results of operations, liquidity and reported financial condition.

For a discussion of the impact of accounting pronouncements that have been issued but are not yet
required to be implemented see Note 2 to the Consolidated Financial Statements.

Changes in our assumptions regarding the discount rate and expected rate of return for our
pension and other postretirement benefit plans may result in increased expenses and reduce our
profitability. We determine our pension and other postretirement benefit plan costs based on assumed
discount rates, expected rates of return on plan assets and trends in health care costs. Changes in these
assumptions, including from the impact of a sustained low interest rate environment or rapidly rising interest
rates, may result in increased expenses which could impact our consolidated results of operations, liquidity
and financial condition.

For further details on our pension and postretirement benefit plans see Note 21 to the Consolidated
Financial Statements.

If our businesses do not perform well and/or their estimated fair values decline or the price of our
common stock does not increase, we may be required to recognize an impairment of our goodwill
or to establish a valuation allowance against the deferred income tax assets, which could have a
material adverse effect on our results of operations and financial condition. Goodwill represents the
excess of the amounts we paid to acquire subsidiaries and other businesses over the fair value of their net
assets at the date of acquisition. We test goodwill at least annually for impairment. Impairment testing is
performed based upon estimates of the fair value of the “reporting unit” to which the goodwill relates. The fair
value of the reporting unit is impacted by the performance of the business and could be adversely impacted
if new business, customer retention, profitability or other drivers of performance differ from expectations, or
upon the occurrence of certain events, including a significant and adverse change in regulations, legal
factors, accounting standards or business climate, or an adverse action or assessment by a regulator. If it
is determined that goodwill has been impaired, we must write down goodwill by the amount of the
impairment, with a corresponding charge to net income (loss). These write downs could have a material
adverse effect on our consolidated results of operations, liquidity and financial condition. For further
discussion regarding gooadwill impairment, see Item 7. MD&A — Critical Accounting Estimates — Impairment
Charges — Goodwill Impairment and Note 12 to the Consolidated Financial Statements.
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Deferred income tax represents the tax effect of the differences between the book and tax basis of assets
and liabilities. Deferred tax assets are assessed periodically by management to determine if they are
realizable. The performance of the business, including the ability to generate future taxable income from a
variety of sources and planning strategies, is factored into management’s determination. If, based on
available evidence, it is more likely than not that the deferred tax asset will not be realized, then a valuation
allowance must be established with a corresponding charge to net income. Such charges could have a
material adverse effect on our consolidated results of operations, liquidity and financial condition. For

further discussion regarding deferred tax assets, see ltem 7. MD&A — Critical Accounting Estimates — Income
Taxes and Note 23 to the Consolidated Financial Statements.

AlG | 2018 Form 10-K 31

61



Edgar Filing: AMERICAN INTERNATIONAL GROUP INC - Form 10-K
TABLE OF CONTENT

ITEM 1B | Unresolved Staff Comments

There are no material unresolved written comments that were received from the SEC staff 180 days or
more before the end of our fiscal year relating to periodic or current reports under the Securities Exchange
Act of 1934.

ITEM 2 | Properties

We operate from approximately 166 offices in the United States and approximately 351 offices in
approximately 56 foreign countries. The following offices are located in buildings in the United States
owned by us:

General Insurance Companies: Life and Retirement Companies:

« Stevens Point, Wisconsin « Amarillo and Houston, Texas
Other Operations:

« 175 Water Street in New York, New York (Corporate Headquarters; also includes General Insurance
companies)

+ Livingston, New Jersey

* Ft. Worth, Texas

In addition, our General Insurance companies own offices in 13 foreign countries and jurisdictions including
Bermuda, Ecuador, Japan, Mexico, the UK and Venezuela. The remainder of the office space we use is
leased. We believe that our leases and properties are sufficient for our current purposes.

LOCATIONS OF CERTAIN ASSETS

As of December 31, 2018, approximately 15 percent of our consolidated assets were located outside the
U.S. and Canada, including $413 million of cash and securities on deposit with regulatory authorities in
those locations.

For additional geographic information see Note 3 to the Consolidated Financial Statements.

For total carrying values of cash and securities deposited by our insurance subsidiaries under requirements
of regulatory authorities see Note 6 to the Consolidated Financial Statements.

Operations outside the U.S. and Canada and assets held abroad may be adversely affected by political
developments in foreign countries, including tax changes, nationalization and changes in regulatory policy,
as well as by consequence of hostilities and unrest. The risks of such occurrences and their overall effect
upon us vary from country to country and cannot be predicted. If expropriation or nationalization does
occur, our policy is to take all appropriate measures to seek recovery of any affected assets. Certain of the

62



Edgar Filing: AMERICAN INTERNATIONAL GROUP INC - Form 10-K

countries in which our business is conducted have currency restrictions that generally cause a delay in a
company'’s ability to repatriate assets and profits.

For additional information see Item 1A. Risk Factors — Business and Operations.

ITEM 3 | Legal Proceedings

For a discussion of legal proceedings see Note 16 to the Consolidated Financial Statements, which is
incorporated herein by reference.

ITEM 4 | Mine Safety Disclosures

Not applicable.
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Part Il

ITEM 5 | Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

AlG’s common stock, par value $2.50 per share (AIG Common Stock), is listed on the New York Stock
Exchange (NYSE: AIG). On December 3, 2018, AlG’s Common Stock was voluntarily delisted from the
Tokyo Stock Exchange. There were approximately 24,334 stockholders of record of AIG Common Stock
as of February 11, 2019.

Equity Compensation Plans

Our table of equity compensation plans will be included in the definitive proxy statement for AIG’s 2019
Annual Meeting of Shareholders. The definitive proxy statement will be filed with the SEC no later than 120
days after the end of AIG’s fiscal year pursuant to Regulation 14A.

Purchases of Equity Securities

The following table provides information about purchases made by or on behalf of AlG or any
“affiliated purchaser” (as defined in Rule 10b-18(a)(3) under the Securities Exchange Act of 1934 (the
Exchange Act)) of AIG Common Stock during the three months ended December 31, 2018:

Approximate Dollar

Total Number  Average Total Number of Shares Value of Shares
that May Yet Be

of Shares Price Paid Purchased as Part of Publicly Purchased Under the
Plans or Programs (in

Period Repurchased per Share Announced Plans or Programs millions)
October 1 — 31 -$ - - $ 1,262
November 1 — 3® 11,563,973 42.99 11,563,973 762 (b)
December 1 — 3R 6,510,320 38.07 6,510,320 512 ()
Total 18,074,293 $ 41.22 18,074,293 $ 512

(a) During the November 1-30 period, we also repurchased 343,293 warrants to purchase shares of AlG
Common Stock, at an average purchase price per warrant of $8.21, for an aggregate purchase price of $3
million. During the December 1-31 period, we also repurchased 406,162 warrants to purchase shares of
AIG Common Stock, at an average purchase price per warrant of $5.22, for an aggregate purchase price of
$2 million.

(b) Reflects the purchase of 343,293 and 406,162 warrants to purchase shares of AIG Common Stock in

the November 1-30 and December 1-31 periods, respectively, which reduced the dollar value of the
remaining repurchase authorization.
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Our Board of Directors has authorized the repurchase of shares of AIG Common Stock and warrants to
purchase shares of AIG Common Stock through a series of actions. On May 3, 2017, our Board of
Directors approved an increase of $2.5 billion to the share repurchase authorization.

During the three-month period ended December 31, 2018 we purchased approximately 18 million shares of
AIG Common Stock under this authorization for an aggregate purchase price of approximately $745 million.
We also repurchased 749,455 warrants to purchase shares of AIG Common Stock during the three-month
period ended December 31, 2018 for an aggregate purchase price of approximately $5 million.

On February 13, 2019, our Board of Directors authorized an additional increase to its previous repurchase
authorization of AIG Common Stock of $1.5 billion, resulting in an aggregate remaining authorization on
such date of approximately $2.0 billion. We did not repurchase any shares of AIG Common Stock from
January 1, 2019 to February 13, 2019. Shares may be repurchased from time to time in the open market,
private purchases, through forward, derivative, accelerated repurchase or automatic repurchase
transactions or otherwise (including through the purchase of warrants). Certain of our share repurchases
have been and may from time to time be effected through Exchange Act Rule 10b5-1 repurchase plans.
The timing of any future share repurchases will depend on market conditions, our business and strategic
plans, financial condition, results of operations, liquidity and other factors.

For additional information on our share purchases see Note 17 to the Consolidated Financial Statements.

AlG | 2018 Form 10-K 33

65



Edgar Filing: AMERICAN INTERNATIONAL GROUP INC - Form 10-K
TABLE OF CONTENT

ITEM 5| Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities

Common Stock Performance Graph

The following Performance Graph compares the cumulative total shareholder return on AIG Common Stock
for a five-year period (December 31, 2013 to December 31, 2018) with the cumulative total return of the
S&P’s 500 stock index (which includes AlG), the S&P Property and Casualty Insurance Index (S&P P&C
Index) and the S&P Life and Health Insurance Index (S&P L&H Index).

Value of $100 Invested on December 31, 2013

(All $ as of December 31st)

Dividend reinvestment has been assumed and returns have been weighted to reflect relative stock market
capitalization.

As of December 31,
2013 2014 2015 2016 2017 2018
AlG $100.00 $110.74 $124.22 $133.86 $124.67 $ 84.64
S&P 500 100.00 113.69 11526 129.05 157.22 150.33
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S&P 500 Property & Casualty Insurance Index  100.00 115.74 126.77 146.68 179.52 171.10
S&P 500 Life & Health Insurance 100.00 101.95 9551 119.26 138.85 110.01
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The Selected Consolidated Financial Data should be read in conjunction with Management’s
Discussion and Analysis of Financial Condition and Results of Operations and the Consolidated

Financial Statements and accompanying notes included elsewhere herein.

(in millions, except per share data)
Revenues:

Premiums

Policy fees

Net investment income

Net realized capital gains (losses)

Aircraft leasing revenue

Other income
Total revenues
Benefits, losses and expenses:

Policyholder benefits and losses
incurred

Interest credited to policyholder
account balances

Amortization of deferred policy
acquisition costs

General operating and other
expenses

Interest expense

Aircraft leasing expenses

Net (gain) loss on extinguishment of
debt

Net (gain) loss on sale of divested
businesses
Total benefits, losses and expenses
Income (loss) from continuing
operations before income taxes
Income tax expense
Income (loss) from continuing
operations
Income (loss) from discontinued
operations, net of taxes
Net income (loss)
Net income (loss) from continuing
operations attributable
to noncontrolling interests

2018

$ 30,614
2,791
12,476
(130)
1,638
47,389
27,412
3,754
5,386

9,302
1,309

7

(38)
47,132

257
154

103
(42)
61

67

Years Ended December 31,

2017
$ 31,374
2,935

14,179
(1,380)

2,412
49,520
29,972
3,592
4,288
9,107
1,168
()

(68)
48,054

1,466
7,526

(6,060)

N

(6,056)

28

2016
$ 34,393
2,732
14,065
(1,944)
3,121
52,367
32,437
3,705
4,521
10,989
1,260

74

(545)
52,441

(74)
185

(259)
(90)
(349)

500

2015

$ 36,655
2,755
14,053
776
4,088
58,327
31,345
3,731
5,236

12,686
1,281

756

11
55,046

3,281
1,059

2,222

2,222

26

2014
$ 37,254
2,615
16,079
739
1,602
6,117
64,406
28,281
3,768
5,330
13,138
1,718
1,585
2,282

(2,197)
53,905

10,501
2,927

7,574
(50)
7,524

(3)
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$ (6,084)

Net income (loss) attributable to AIG
Income (loss) per common share
attributable to AIG

common shareholders
Basic

Income (loss) from continuing
operations

Income (loss) from discontinued
operations

Net income (loss) attributable to AIG
Diluted

Income (loss) from continuing
operations

Income (loss) from discontinued
operations

Net income (loss) attributable to AIG
Dividends declared per common share

$

(6)

0.04
(0.05)
(0.01)

0.04
(0.05)

(0.01)
1.28

$

(6.54)

(6.54)

$ (849)

(0.70)

(0.08)
(0.78)
1.28

$ 2,196

$ 1.69

1.69

1.65

1.65
0.81

AlG | 2018 Form 10-K

$ 7,529

$ 5.31
(0.04)
5.27
5.24
(0.04)

5.20
0.50
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Year-end balance sheet data:

Total investments $314,209 $322,292 $328,175 $338,354 $355,766
Total assets 491,984 498,301 498,264 496,842 515,500
Long-term debt 34,540 31,640 30,912 29,249 31,136
Total liabilities 434,675 432,593 421,406 406,632 408,228
Total AlG shareholders' equity 56,361 65,171 76,300 89,658 106,898
Total equity 57,309 65,708 76,858 90,210 107,272
Book value per common share 65.04 72.49 76.66 75.10 77.69

Book value per common share,
excluding Accumulated other

comprehensive income (loss)(@) 66.67 66.41 73.41 72.97 69.98
Adjusted book value per common
share@ 54.95 54.74 58.57 58.94 58.23
ROE 0.0% (8.4)% (1.0)% 2.2% 71%
Adjusted ROE@) 2.1 4.1 0.6 3.7 8.8

Years Ended December 31,

(in millions, except per share data) 2018 2017 2016 2015 2014

Other data:
Catastrophe-related losses(b) $ 288 $ 4167 $ 1331 $ 731 $ 728
Prior year unfavorable development 362 978 5,788 4,119 703
Other-than-temporary impairments 251 260 559 671 247
Adjustment to federal deferred tax

valuation allowance 21 43 83 110 (181)
Impact of Tax Act 62 6,687 - - -

Net positive (negative) adjustment

from update of
Life and Retirement actuarial

assumptions $ (228) $ 68 $ (427) $ 3 $ 168
(a) Book value per common share excluding Accumulated other comprehensive income (loss) (AOCI),
Book value per common share excluding AOCI and DTA (Adjusted book value per common share), and
return on equity — adjusted after-tax income excluding AOCI and DTA (Adjusted return on equityare
non-GAAP financial measures and the reconciliations to the relevant GAAP financial measures are below.
For additional information see Item 7. MD&A — Use of Non GAAP Measures.

(b) Natural and man-made catastrophe losses are generally weather or seismic events having a net impact
on AIG in excess of $10 million each and also include certain man-made events, such as terrorism and civil
disorders that exceed the $10 million threshold.
ltems Affecting Comparability Between Periods

The following are significant developments that affected multiple periods and financial statement captions.
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business acquisition
On July 18, 2018, we completed the purchase of Validus.
Asset Dispositions in 2015, 2016 and 2017

In 2015, we sold all of our ordinary shares of AerCap Holdings N.V. (AerCap) received as part of the
consideration for the sale of International Lease Finance Corporation (ILFC). In 2016, we sold United
Guaranty to Arch Capital Group Ltd. (Arch). In 2017, we sold Fuji Life to FWD Group and certain
international insurance operations to Fairfax Financial Holdings Limited (Fairfax).

For further discussion on the 2016 and 2017 asset dispositions and the 2018 purchase of Validus, see Note
1 to the Consolidated Financial Statements.
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Reconciliation of Non-GAAP Measures Included in Selected Financial Data

The following table presents a reconciliation of Book value per common share to Book value per
common share, excluding AOCI and Book value per common share, excluding AOCIl and DTA
(Adjusted book value per common share), which are non-GAAP measures. For additional
information see Item 7. MD&A — Use of Non GAAP Measures.

At December 31,

(in millions, except per share data) 2018 2017 2016 2015 2014
Total AlG shareholders' equity $ 56,361% 65,171% 76,300% 89,658% 106,898
Accumulated other comprehensive

income (loss) (1,413) 5,465 3,230 2,537 10,617
Total AIG shareholders’ equity,

excluding AOCI 57,774 59,706 73,070 87,121 96,281
Deferred tax assets 10,153 10,492 14,770 16,751 16,158
Adjusted shareholders’ equity 47,621 49,214 58,300 70,370 80,123
Total common shares outstanding 866,609,429 899,044,657 995,335,841 1,193,916,617 1,375,926,971
Book value per common share $ 65.04% 72.49% 76.66$ 75.10% 77.69
Book value per common share,

excluding AOCI 66.67 66.41 73.41 72.97 69.98
Adjusted book value per

common share 54.95 54.74 58.57 58.94 58.23

The following table presents a reconciliation of Return on equity to Adjusted return on equity,
which is a non-GAAP measure. For additional information see Item 7. MD&A — Use of Non GAAP
Measures.

Years Ended December 31,

(dollars in millions) 2018 2017 2016 2015 201
Net income (loss) attributable to AlG $ (6) $(6,084) $ (849) $ 2,196 $ 7,52
Adjusted after-tax income attributable to AIG 1,064 2,231 406 2,872 6,94
Average AIG Shareholders' equity $60,819 $72,348 $86,617 $101,558 $105,58
Average AOCI 1,193 4,675 5,722 7,598 9,78
Average AIG Shareholders' equity, excluding average AOCI 59,626 67,673 80,895 93,960 95,80
Average DTA 10,133 13,806 15,905 15,803 16,61
Average adjusted Shareholders' equity $49,493 $53,867 $64,990 $ 78,157 $ 79,19
ROE 0.0% (84)% (1.0)% 2.2% 7.
Adjusted Return on Equity 2.1 4.1 0.6 3.7 8.i
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Cautionary Statement Regarding Forward-Looking Information

This Annual Report on Form 10-K and other publicly available documents may include, and officers and
representatives of AIG may from time to time make and discuss, projections, goals, assumptions and
statements that may constitute “forward looking statements” within the meaning of the Private Securities
Litigation Reform Act of 1995. These projections, goals, assumptions and statements are not historical

facts but instead represent only a belief regarding future events, many of which, by their nature, are

inherently uncertain and outside our control. These projections, goals, assumptions and statements include
statements preceded by, followed by or including words such as “will,” “believe,” “anticipate,” “expect,” “intend,”
“plan,” “focused on achieving,” “view,” “target,” “goal” or “estimate.” These projections, goals, assumptions and
statements may relate to future actions, prospective services or products, future performance or results of
current and anticipated services or products, sales efforts, expenses, the outcome of contingencies such as
legal proceedings, anticipated organizational, business or regulatory changes, anticipated sales,

monetization and/or acquisitions of businesses or assets, or successful integration of acquired businesses,
management succession and retention plans, exposure to risk, trends in operations and financial results.

” M

It is possible that our actual results and financial condition will differ, possibly materially, from the results
and financial condition indicated in these projections, goals, assumptions and statements. Factors that
could cause our actual results to differ, possibly materially, from those in the specific projections, goals,
assumptions and statements include:

« changes in market and industry conditions;  disruptions in the availability of our electronic data
systems or those of third parties;
+ the occurrence of catastrophic events, both

natural and man-made; + the effectiveness of our strategies to recruit and
retain key personnel and our ability to implement

+ our ability to successfully reorganize our effective succession plans;

businesses and execute on our initiatives to

improve our underwriting capabilities and * negative impacts on customers, business partners

reinsurance programs, as well as improve and other stakeholders;

profitability, without negatively impacting client

relationships or our competitive position; * our ability to successfully manage Legacy portfolios;

+ our ability to successfully dispose of, monetize + concentrations in our investment portfolios;
and/or acquire businesses or assets or

successfully integrate acquired businesses; + the requirements, which may change from time to
time, of the global regulatory framework to which we are
+ actions by credit rating agencies; subject;

« changes in judgments concerning insurance + significant legal, regulatory or governmental
underwriting and insurance liabilities; proceedings;

+ changes in judgments concerning potential + changes in judgments concerning the recognition of
cost saving opportunities; deferred tax assets and goodwill impairment; and

74



Edgar Filing: AMERICAN INTERNATIONAL GROUP INC - Form 10-K

+ the impact of potential information technology, * such other factors discussed in:
cybersecurity or data security breaches, including
as a result of cyber-attacks or security — Part |, Item 1A. Risk Factors of this Annual Report; and
vulnerabilities;
— this Part Il, Iltem 7. Management’s Discussion and
Analysis of Financial Condition and Results of
Operations (MD&A) of this Annual Report.
We are not under any obligation (and expressly disclaim any obligation) to update or alter any projections,
goals, assumptions or other statements, whether written or oral, that may be made from time to time,
whether as a result of new information, future events or otherwise.
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Throughout the MD&A, we use certain terms and abbreviations, which are summarized in the Glossary and
Acronyms.

We have incorporated into this discussion a number of cross-references to additional information included

throughout this Annual Report to assist readers seeking additional information related to a particular
subject.
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Use of Non-GAAP Measures

In ltem 1. Business, Item 6. Selected Financial Data and throughout this MD&A, we present our financial
condition and results of operations in the way we believe will be most meaningful and representative of our
business results. Some of the measurements we use are “non GAAP financial measures” under Securities
and Exchange Commission rules and regulations. GAAP is the acronym for “generally accepted accounting
principles” in the United States. The non GAAP financial measures we present may not be comparable to
similarly named measures reported by other companies.

Book value per common share, excluding accumulated other comprehensive income (AOCI) and
Book value per common share, excluding AOCI and deferred tax assets (DTA) (Adjusted book value
per common share) are used to show the amount of our net worth on a per-share basis. We believe these
measures are useful to investors because they eliminate items that can fluctuate significantly from period to
period, including changes in fair value of our available for sale securities portfolio, foreign currency
translation adjustments and U.S. tax attribute deferred tax assets. These measures also eliminate the
asymmetrical impact resulting from changes in fair value of our available for sale securities portfolio
wherein there is largely no offsetting impact for certain related insurance liabilities. We exclude deferred tax
assets representing U.S. tax attributes related to net operating loss carryforwards and foreign tax credits as
they have not yet been utilized. Amounts for interim periods are estimates based on projections of full-year
attribute utilization. As net operating loss carryforwards and foreign tax credits are utilized, the portion of
the DTA utilized is included in these book value per common share metrics. Book value per common share
excluding AOCI, is derived by dividing total AIG shareholders’ equity, excluding AOCI, by total common
shares outstanding. Adjusted book value per common share is derived by dividing total AIG shareholders’
equity, excluding AOCI and DTA (Adjusted Shareholders’ Equity), by total common shares outstanding. The
reconciliation to book value per common share, the most comparable GAAP measure, is presented in ltem
6. Selected Financial Data.

Return on equity — Adjusted after-tax income excluding AOCI and DTA (Adjusted return on equity)s
used to show the rate of return on shareholders’ equity. We believe this measure is useful to investors
because it eliminates items that can fluctuate significantly from period to period, including changes in fair
value of our available for sale securities portfolio, foreign currency translation adjustments and U.S. tax
attribute deferred tax assets. This measure also eliminates the asymmetrical impact resulting from changes
in fair value of our available for sale securities portfolio wherein there is largely no offsetting impact for
certain related insurance liabilities. We exclude deferred tax assets representing U.S. tax attributes related
to net operating loss carryforwards and foreign tax credits as they have not yet been utilized. Amounts for
interim periods are estimates based on projections of full-year attribute utilization. As net operating loss
carryforwards and foreign tax credits are utilized, the portion of the DTA utilized is included in Adjusted
return on equity. Adjusted return on equity is derived by dividing actual or annualized adjusted after-tax
income attributable to AIG by average Adjusted Shareholders’ Equity. The reconciliation to return on equity,
the most comparable GAAP measure, is presented in ltem 6. Selected Financial Data.

Adjusted after-tax income attributable to AlG is derived by excluding the tax effected adjusted pre-tax
income (APTI) adjustments described below and the following tax items from net income attributable to
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- deferred income tax valuation allowance releases and charges;

+ changes in uncertain tax positions and other tax items related to legacy matters having no relevance to
our current businesses or operating performance; and

+ net tax charge related to the enactment of the Tax Cuts and Jobs Act (Tax Act).

We use the following operating performance measures because we believe they enhance the
understanding of the underlying profitability of continuing operations and trends of our business segments.
We believe they also allow for more meaningful comparisons with our insurance competitors. When we use
these measures, reconciliations to the most comparable GAAP measure are provided on a consolidated
basis in the Consolidated Results of Operations section of this MD&A.

Adjusted revenues exclude Net realized capital gains (losses), income from non-operating litigation
settlements (included in Other income for GAAP purposes) and changes in fair value of securities used to
hedge guaranteed living benefits (included in Net investment income for GAAP purposes). Adjusted
revenues is a GAAP measure for our operating segments.
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Adjusted pre-tax income is derived by excluding the items set forth below from income from continuing
operations before income tax. This definition is consistent across our segments. These items generally fall
into one or more of the following broad categories: legacy matters having no relevance to our current
businesses or operating performance; adjustments to enhance transparency to the underlying economics
of transactions; and measures that we believe to be common to the industry. APTI is a GAAP measure for
our segments. Excluded items include the following:

+ changes in fair value of securities used to hedge -+ income or loss from discontinued operations;
guaranteed living benefits;

* netloss reserve discount benefit (charge);
+ changes in benefit reserves and deferred policy
acquisition costs (DAC), value of business acquired < pension expense related to a one-time lump sum
(VOBA), and sales inducement assets (SIA) related payment to former employees;
to net realized capital gains and losses;

+ income and loss from divested businesses;
* loss (gain) on extinguishment of debt;

* non-operating litigation reserves and settlements;
+ all net realized capital gains and losses except
earned income (periodic settlements and changes in < restructuring and other costs related to initiatives
settlement accruals) on derivative instruments used designed to reduce operating expenses, improve
for non-qualifying (economic) hedging or for asset  efficiency and simplify our organization;
replication. Earned income on such economic hedges
is reclassified from net realized capital gains and + the portion of favorable or unfavorable prior year
losses to specific APTI line items based on the reserve development for which we have ceded the
economic risk being hedged (e.g. net investment risk under retroactive reinsurance agreements and
income and interest credited to policyholder account related changes in amortization of the deferred gain;
balances); and

+ integration and transaction costs associated with
acquired businesses.
J General Insurance

— Ratios:We, along with most property and casualty insurance companies, use the loss ratio, the expense
ratio and the combined ratio as measures of underwriting performance. These ratios are relative
measurements that describe, for every $100 of net premiums earned, the amount of losses and loss
adjustment expenses (which for General Insurance excludes net loss reserve discount), and the amount of
other underwriting expenses that would be incurred. A combined ratio of less than 100 indicates
underwriting income and a combined ratio of over 100 indicates an underwriting loss. Our ratios are
calculated using the relevant segment information calculated under GAAP, and thus may not be
comparable to similar ratios calculated for regulatory reporting purposes. The underwriting environment
varies across countries and products, as does the degree of litigation activity, all of which affect such ratios.
In addition, investment returns, local taxes, cost of capital, regulation, product type and competition can
have an effect on pricing and consequently on profitability as reflected in underwriting income and
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associated ratios.

— Accident year loss and combined ratios, as adjusted:both the accident year loss and combined
ratios, as adjusted, exclude catastrophe losses and related reinstatement premiums, prior year
development, net of premium adjustments, and the impact of reserve discounting. Natural and man-made
catastrophe losses are generally weather or seismic events having a net impact on AIG in excess of

$10 million each and also include certain man-made events, such as terrorism and civil disorders that
exceed the $10 million threshold. We believe that as adjusted ratios are meaningful measures of our
underwriting results on an ongoing basis as they exclude catastrophes and the impact of reserve
discounting which are outside of management’s control. We also exclude prior year development to provide
transparency related to current accident year results.

J Life and Retirement

— Premiums and deposits: includes direct and assumed amounts received and earned on traditional life
insurance policies, group benefit policies and life contingent payout annuities, as well as deposits received
on universal life, investment type annuity contracts, Federal Home Loan Bank (FHLB) funding agreements
and mutual funds.

Results from discontinued operations are excluded from all of these measures.
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Critical Accounting Estimates

The preparation of financial statements in accordance with GAAP requires the application of accounting
policies that often involve a significant degree of judgment.

The accounting policies that we believe are most dependent on the application of estimates and
assumptions, which are critical accounting estimates, are related to the determination of:

* loss reserves;

*  reinsurance assets;

e valuation of future policy benefit liabilities and timing and extent of loss recognition;

e valuation of liabilities for guaranteed benefit features of variable annuity products;

e  valuation of embedded derivatives for fixed index annuity and life products;

e  estimated gross profits to value deferred acquisition costs for investment-oriented products;

e impairment charges, including other-than-temporary impairments on available for sale securities,
impairments on other invested assets, including investments in life settlements, and goodwill impairment;

e allowances for loan losses;

e liability for legal contingencies;

e fair value measurements of certain financial assets and liabilities; and

* income tax assets and liabilities, including recoverability of our net deferred tax asset and the
predictability of future tax operating profitability of the character necessary to realize the net deferred tax
asset and estimates associated with the Tax Act.

These accounting estimates require the use of assumptions about matters, some of which are highly
uncertain at the time of estimation. To the extent actual experience differs from the assumptions used, our
consolidated financial condition, results of operations and cash flows could be materially affected.
Insurance Liabilities

Loss Reserves

The estimate of the loss reserves relies on several key judgments:

o the determination of the actuarial models used as the basis for these estimates;
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J the relative weights given to these models by product line;
J the underlying assumptions used in these models; and

J the determination of the appropriate groupings of similar product lines and, in some cases, the
disaggregation of dissimilar losses within a product line.

We use numerous assumptions in determining the best estimate of reserves for each line of business. The
importance of any specific assumption can vary by both line of business and accident year. Because actual
experience can differ from key assumptions used in establishing reserves, there is potential for significant
variation in the development of loss reserves. This is particularly true for long-tail classes of business.

All of our methods to calculate net reserves include assumptions about estimated reinsurance recoveries
and their collectability. Reinsurance collectability is evaluated independently of the reserving process and
appropriate allowances for uncollectible reinsurance are established.
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Overview of Loss Reserving Process and Methods

Our loss reserves can generally be categorized into two distinct groups. Short-tail reserves consists
principally of U.S. Property and Special Risks, Europe Property and Special Risks, U.S. Personal
Insurance, and Europe and Japan Personal Insurance. Long-tail reserves include U.S. Workers’
Compensation, U.S. Excess Casualty, U.S. Other Casualty, U.S. Financial Lines, Europe Casualty and
Financial Lines, and U.S. Run-off Long Tail Insurance Lines.

Short-Tail Reserves

For our short-tail coverages, such as property, where the nature of claims is generally high frequency
with short reporting periods, with volatility arising from occasional severe events, the process for recording
non-catastrophe quarterly loss reserves is geared toward maintaining IBNR based on percentages of net
earned premiums for that business, rather than projecting ultimate loss ratios based on reported losses. For
example, the IBNR reserve required for the latest accident quarter for a product line such as homeowners
might be approximately 20 percent of the quarter’s earned premiums. This level of reserve would generally
be recorded regardless of the actual losses reported in the current quarter, thus recognizing severe events
as they occur. The percent of premium factor reflects both our expectation of the ultimate loss costs
associated with the line of business and the expectation of the percentage of ultimate loss costs that have
not yet been reported. The expected ultimate loss costs generally reflect the average loss costs from a
period of preceding accident quarters that have been adjusted for changes in rate and loss cost levels, mix
of business, known exposure to unreported losses, or other factors affecting the particular line of business.
The expected percentage of ultimate loss costs that have not yet been reported would be derived from
historical loss emergence patterns. For more mature quarters, specific loss development methods would be
used to determine the IBNR. For other product lines where the nature of claims is high frequency but low
severity, methods including loss development, frequency/severity or a multiple of average monthly losses
may be used to determine IBNR reserves. IBNR for claims arising from catastrophic events or events of
unusual severity would be determined in close collaboration with the claims department’s knowledge of
known information, using alternative techniques or expected percentages of ultimate loss cost emergence
based on historical loss emergence of similar claim types.

Long-Tail Reserves

Estimation of ultimate net losses and loss adjustment expenses (net losses) for our long-tail
casualty lines of business is a complex process and depends on a number of factors, including the
product line and volume of business, as well as estimates of reinsurance recoveries. Experience in the
more recent accident years generally provides limited statistical credibility of reported net losses on long-tail
casualty lines of business. That is because in the more recent accident years, a relatively low proportion of
estimated ultimate net incurred losses are reported or paid. Therefore, IBNR reserves constitute a relatively
high proportion of net losses.

For our longer-tail lines, we generally make actuarial and other assumptions with respect to the
following:
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o Loss cost trend factors are used to establish expected loss ratios for subsequent accident years
based on the projected loss ratios for prior accident years.

o Expected loss ratios are used for the latest accident year (i.e., accident year 2018 for the
year-end 2018 loss reserve analysis) and, in some cases for accident years prior to the latest accident
year. The expected loss ratio generally reflects the projected loss ratio from prior accident years, adjusted
for the loss cost trend and the effect of rate changes and other quantifiable factors on the loss ratio. For
low-frequency, high-severity lines of business such as excess casualty, expected loss ratios generally are
used for at least the three most recent accident years.

o Loss development factors are used to project the reported losses for each accident year to an
ultimate basis. Generally, the actual loss development factors observed from prior accident years would be
used as a basis to determine the loss development factors for the subsequent accident years.

o Tail factors are development factors used for certain longer tailed lines of business (for example,
excess casualty, workers’ compensation and general liability),to project future loss development for periods
that extend beyond the available development data. The development of losses to the ultimate loss for a
given accident year for these lines may take decades and the projection of ultimate losses for an accident
year is very sensitive to the tail factors selected beyond a certain age.
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We record quarterly changes in loss reserves for each product line of business. The overall change
in our loss reserves is based on the sum of the changes for all product lines of business. For most long-tail
product lines of business, the quarterly loss reserve changes are based on the estimated current loss ratio
for each subset of coverage less any amounts paid. Also, any change in estimated ultimate losses from
prior accident years deemed to be necessary based on the results of our latest detailed valuation reviews,
large loss analyses, or other analytical techniques, either positive or negative, is reflected in the loss
reserve and incurred losses for the current quarter. Differences between actual loss emergence in a given
period and our expectations based on prior loss reserve estimates are used to monitor reserve adequacy
between detailed valuation reviews and may also influence our judgment with respect to adjusting reserve
estimates.

Details of the Loss Reserving Process

The process of determining the current loss ratio for each product line of business is based on a
variety of factors. These include considerations such as: prior accident year and policy year loss ratios;
rate changes; and changes in coverage, reinsurance, or mix of business. Other considerations include
actual and anticipated changes in external factors such as trends in loss costs, inflation, employment rates
or unemployment duration or in the legal and claims environment. The current loss ratio for each product
line of business is intended to represent our best estimate after reflecting all of the relevant factors. At the
close of each quarter, the assumptions and data underlying the loss ratios are reviewed to determine
whether the loss ratios remain appropriate. This process includes a review of the actual loss experience in
the quarter, actual rate changes achieved, actual changes in reinsurance, quantifiable changes in coverage
or mix of business, and changes in other factors that may affect the loss ratio. When this review suggests
that the previously determined loss ratio is no longer appropriate, the loss ratio is changed to reflect the
revised estimates.

We conduct a comprehensive loss detailed valuation review at least annually for each product line
of business in accordance with Actuarial Standards of Practice. These standards provide that the
unpaid loss estimate may be presented in a variety of ways, such as a point estimate, a range of estimates,
a point estimate based on the expected value of several reasonable estimates, or a probability distribution
of the unpaid loss amount. Our actuarial best estimate for each product line of business represents an
expected value generally considering a range of reasonably possible outcomes.

The reserve analysis for each product line of business is performed by a credentialed actuarial team in
collaboration with claims, underwriting, business unit management, risk management and senior
management. Our actuaries consider the ongoing applicability of prior data groupings and update
numerous assumptions, including the analysis and selection of loss development and loss trend factors.
They also determine and select the appropriate actuarial or other methods used to estimate reserve
adequacy for each business product line, and may employ multiple methods and assumptions for each
product line. These data groupings, accident year weights, method selections and assumptions necessarily
change over time as business mix changes, development factors mature and become more credible and
loss characteristics evolve. In the course of these detailed valuation reviews an actuarial best estimate of
the loss reserve is determined. The sum of these estimates for each product line of business yields an
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overall actuarial best estimate for that line of business.

For certain product lines, we measure sensitivities and determine explicit ranges around the actuarial best
estimate using multiple methodologies and varying assumptions. Where we have ranges, we use them to
inform our selection of best estimates of loss reserves by major product line of business. Our range of
reasonable estimates is not intended to cover all possibilities or extreme values and is based on known
data and facts at the time of estimation.

We consult with third party environmental litigation and engineering specialists, third party toxic tort claims
professionals, third party clinical and public health specialists, third party workers’ compensation claims
adjusters and third party actuarial advisors to help inform our judgments, as needed.

A critical component of our detailed valuation reviews is an internal peer review of our reserving analyses
and conclusions, where actuaries independent of the initial review evaluate the reasonableness of
assumptions used, methods selected and weightings given to different methods. In addition, each detailed
valuation review is subjected to a review and challenge process by specialists in our Enterprise Risk
Management group.
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We consider key factors in performing detailed actuarial reviews, including:

o an assessment of economic conditions including inflation, employment rates or unemployment
duration;
o changes in the legal, regulatory, judicial and social environment including changes in road safety,

public health and cleanup standards;

o changes in medical cost trends (inflation, intensity and utilization of medical services) and wage
inflation trends;

o underlying policy pricing, terms and conditions including attachment points and policy limits;

o changes in claims handling philosophy, operating model, processes and related ongoing
enhancements;

o third-party claims reviews that are periodically performed for key product lines such as toxic tort,

environmental and other complex casualty;

o third-party actuarial reviews that are periodically performed for key product lines of business;
o input from underwriters on pricing, terms, and conditions and market trends; and
o changes in our reinsurance program, pricing and commutations.

Actuarial and Other Methods for Major Lines of Business

Our actuaries determine the appropriate actuarial methods and segmentation. This determination is
based on a variety of factors including the nature of the losses associated with the product line of business,
such as the frequency or severity of the claims. In addition to determining the actuarial methods, the
actuaries determine the appropriate loss reserve groupings of data. This determination is a judgmental,
dynamic process and refinements to the groupings are made every year. The changes to groupings may be
driven by and may change to reflect observed or emerging patterns within and across product lines, or to
differentiate different risk characteristics (for example, size of deductibles and extent of third party claims
specialists used by our insureds). As an example of reserve segmentation, we write many unique subsets
of professional liability, which cover different products, industry segments, and coverage structures. While
for pricing or other purposes, it may be appropriate to evaluate the profitability of each subset individually,
we believe it is appropriate to combine the subsets into larger groups for reserving purposes to produce a
greater degree of credibility in the loss experience. This determination of data segmentation and related
actuarial methods is assessed, reviewed and updated at least annually.

The actuarial methods we use most commonly include paid and incurred loss development
methods, expected loss ratio methods, including “Bornhuetter Ferguson” and “Cape Cod”, and
frequency/severity models. Loss development methods utilize the actual loss development patterns from
prior accident years updated through the current year to project the reported losses to an ultimate basis for
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all accident years. We also use this information to update our current accident year loss selections. Loss
development methods are generally most appropriate for classes of business that exhibit a stable pattern of
loss development from one accident year to the next, and for which the components of the product line
have similar development characteristics. For example, property exposures would generally not be
combined into the same product line as casualty exposures, and primary casualty exposures would
generally not be combined into the same product line as excess casualty exposures. We continually refine
our loss reserving techniques and adopt further segmentations based on our analysis of differing emerging
loss patterns for certain product lines. We generally use expected loss ratio methods in cases where the
reported loss data lacked sufficient credibility to utilize loss development methods, such as for new product
lines of business or for long-tail product lines at early stages of loss development. Frequency/severity
models may be used where sufficient frequency counts are available to apply such approaches.

Expected loss ratio methods rely on the application of an expected loss ratio to the earned
premium for the product line of business to determine the liability for loss reserves and loss
adjustment expenses. For example, an expected loss ratio of 70 percent applied to an earned premium
base of $10 million for a product line of business would generate an ultimate loss estimate of $7 million.
Subtracting any paid losses and loss adjustment expenses would result in the indicated loss reserve for this
product line. Under the Bornhuetter Ferguson methods, the expected loss ratio is applied only to the
expected unreported portion of the losses. For example, for a long-tail product line of business for which
only 10 percent of the losses are expected to be reported at the end of the accident year, the expected loss
ratio would be used to represent the 90 percent of losses still unreported. The actual reported losses at the
end of the accident year would be added to determine the total ultimate loss estimate for the accident year.
Subtracting the reported paid losses and loss adjustment expenses would result in the indicated loss
reserve. In the example above, the expected loss ratio of 70 percent would be multiplied by 90 percent. The
result of 63 percent would be applied to the earned premium of $10 million resulting in an estimated
unreported loss of $6.3 million. Actual reported losses would be added to arrive at the total ultimate losses.
If the reported losses were $1 million, the ultimate loss estimate under the Bornhuetter Ferguson method
would be $7.3 million versus the $7 million amount under the expected loss ratio method described above.
Thus, the Bornhuetter Ferguson method gives partial credibility to the actual loss experience to date for the
product line of business. Loss development methods generally give full credibility to the reported loss
experience to date. In the example above, loss development methods would typically indicate an ultimate
loss estimate of $10 million, as the reported losses of $1 million would be estimated to reflect only

10 percent of the ultimate losses.
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A key advantage of loss development methods is that they respond more quickly to any actual changes in
loss costs for the product line of business. Therefore, if loss experience is unexpectedly deteriorating or
improving, the loss development method gives full credibility to the changing experience. Expected loss
ratio methods would be slower to respond to the change, as they would continue to give more weight to a
prior expected loss ratio, until enough evidence emerged to modify the expected loss ratio to reflect the
changing loss experience. On the other hand, loss development methods have the disadvantage of
overreacting to changes in reported losses if the loss experience is anomalous due to the various key
factors described above and the inherent volatility in some of the classes. For example, the presence or
absence of large losses at the early stages of loss development could cause the loss development method
to overreact to the favorable or unfavorable experience by assuming it is a fundamental shift in the
development pattern. In these instances, expected loss ratio methods such as Bornhuetter Ferguson have
the advantage of recognizing large losses without extrapolating unusual large loss activity onto the
unreported portion of the losses for the accident year.

The Cape Cod method is a hybrid between the loss development and Bornhuetter Ferguson methods,
where the historic loss data and loss development factor assumptions are used to determine the expected
loss ratio estimate in the Bornhuetter Ferguson method.

Frequency/severity methods generally rely on the determination of an ultimate number of claims
and an average severity for each claim for each accident year. Multiplying the estimated ultimate
number of claims for each accident year by the expected average severity of each claim produces the
estimated ultimate loss for the accident year. Frequency/severity methods generally require a sufficient
volume of claims in order for the average severity to be predictable. Average severity for subsequent
accident years is generally determined by applying an estimated annual loss cost trend to the estimated
average claim severity from prior accident years. In certain cases, a structural approach may also be used
to predict the ultimate loss cost. Frequency/severity methods have the advantage that ultimate claim counts
can generally be estimated more quickly and accurately than can ultimate losses. Thus, if the average
claim severity can be accurately estimated, these methods can more quickly respond to changes in loss
experience than other methods. However, for average severity to be predictable, the product line of
business must consist of homogenous types of claims for which loss severity trends from one year to the
next are reasonably consistent and where there are limited changes to deductible levels or limits. Generally
these methods work best for high frequency, low severity product lines of business such as personal auto.
However, frequency and severity metrics are also used to test the reasonability of results for other product
lines of business and provide indications of underlying trends in the data. In addition, ultimate claim counts
can be used as an alternative exposure measure to earned premiums in the Cape Cod method.

Structural driver analytics seek to explain the underlying drivers of frequency/severity. A structural
driver analysis of frequency/severity is particularly useful for understanding the key drivers of uncertainty in
the ultimate loss cost. For example, for the excess workers’ compensation product line of business, we
have attempted to corroborate our judgment by considering the impact on severity of the future potential for
deterioration of an injured worker’s medical condition, the impact of price inflation on the various categories
of medical expense and cost of living adjustments on indemnity benefits, the impact of injured worker
mortality and claim specific settlement and loss mitigation strategies, etc., using the following:
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- Claim by claim reviews, often facilitated by third party specialists, to determine the stability and
likelihood of settling an injured worker’s indemnity and medical benefits;

+ Analysis of the potential for future deterioration in medical condition unlikely to be picked up by a claim
file review and associated with potentially costly medical procedures (i.e., increases in both utilization and
intensity of medical care) over the course of the injured worker’s lifetime;

« Analysis of the cost of medical price inflation for each category of medical spend (services and devices)
and for cost of living adjustments in line with statutory requirements;

+ Portfolio specific mortality level and mortality improvement assumptions based on a mortality study
conducted for our primary and excess workers’ compensation portfolios and our opinion of future longevity
trends for the open reported cases;

+  Ground-up consideration of the reinsurance recoveries expected for the product line of business for
reported claims with extrapolation for unreported claims; and

« The effects of various run-off loss management strategies that have been developed by our run-off unit.
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In recent years, we have expanded our analysis of structural drivers to additional product lines of business
as a means of corroborating our judgments using traditional actuarial techniques. For example, we have
explicitly used external estimates of future medical inflation and mortality in estimating the loss
development tail for excess of deductible primary workers’ compensation business. Using external forecasts
for items such as these can improve the accuracy and stability of our estimates.

The estimation of liability for loss reserves and loss adjustment expenses relating to asbestos and
environmental pollution losses on insurance policies written many years ago is typically subject to
greater uncertainty than other types of losses. This is due to inconsistent court decisions, as well as
judicial interpretations and legislative actions that in some cases have tended to broaden coverage beyond
the original intent of such policies or have expanded theories of liability. In addition, reinsurance
recoverable balances relating to asbestos and environmental loss reserves are subject to greater
uncertainty due to the underlying age of the claim, underlying legal issues surrounding the nature of the
coverage, and determination of proper policy period. For these reasons, these balances tend to be subject
to increased levels of disputes and legal collection activity when actually billed. The insurance industry as a
whole is engaged in extensive litigation over these coverage and liability issues and is thus confronted with
a continuing uncertainty in its efforts to quantify these exposures.

We continue to receive claims asserting injuries and damages from toxic waste, hazardous substances,
and other environmental pollutants and alleged claims to cover the cleanup costs of hazardous waste dump
sites, referred to collectively as environmental claims, and indemnity claims asserting injuries from
asbestos. The vast majority of these asbestos and environmental losses emanate from policies written in
1984 and prior years. Commencing in 1985, standard policies contained absolute exclusions for
pollution-related damage and asbestos. The current environmental policies that we specifically price and
underwrite for environmental risks on a claims-made basis have been excluded from the analysis.

The majority of our exposures for asbestos and environmental losses are related to excess casualty
coverages, not primary coverages. The litigation costs are treated in the same manner as indemnity
amounts, with litigation expenses included within the limits of the liability we incur. Individual significant loss
reserves, where future litigation costs are reasonably determinable, are established on a case-by-case
basis.

Discussion of Key Assumptions of our Actuarial Methods

Line of

Business or Category Key Assumptions

U.S. Workers’ We generally use a combination of loss development and expected loss ratio
Compensation methods for U.S. Workers’ Compensation asthis line of business is long-tail.

The loss cost trend assumption is not believed to be material with respect to our
guaranteed cost loss reserves. This is primarily because our actuaries are generally
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able to use loss development projections for all but the most recent accident year’s
reserves, so there is limited need to rely on loss cost trend assumptions for primary
workers’ compensation business.

The tail factor is typically the most critical assumption, and small changes in the
selected tail factor can have a material effect on our carried reserves. For example,
the tail factors beyond twenty years for guaranteed cost business could vary by one
and one-half percent below to two percent above those actually indicated in the 2018
loss reserve review. For excess of deductible business, in our judgment, it is
reasonably likely that tail factors beyond twenty years could vary by four percent
below to six percent above those actually indicated in the 2018 loss reserve review.
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Business or Category Key Assumptions

U.S. Excess
Casualty

U.S. Other Casualty

U.S. Financial Lines

We utilize various loss cost trend assumptions for different segments of the portfolio.
After evaluating the historical loss cost trends from prior accident years since the
early 1990s, in our judgment, it is reasonably likely that actual loss cost trends
applicable to the year-end 2018 loss reserve review for U.S. Excess Casualty may
range five percent lower or higher than this estimated loss trend. The loss cost trend
assumption is critical for the U.S. Excess Casualty class of business due to the
long-tail nature of the losses, and is applied across many accident years. Thus, there
is the potential for the loss reserves with respect to a number of accident years (the
expected loss ratio years) to be significantly affected by changes in loss cost trends
that were initially relied upon in setting the loss reserves. These changes in loss
trends could be attributable to changes in inflation or in the judicial environment, or in
other social or economic conditions affecting losses.

U.S. Excess Casualty is a long-tail class of business and any deviation in loss
development factors might not be discernible for an extended period of time
subsequent to the recording of the initial loss reserve estimates for any accident
year. Mass tort claims in particular may develop over a very extended period and
impact multiple accident years, so we usually select a separate pattern for them.
Thus, there is the potential for the loss reserves with respect to a number of accident
years to be significantly affected by changes in loss development factors that were
initially relied upon in setting the reserves.

After evaluating the historical loss development factors from prior accident years
since the early 1990s, in our judgment, it is reasonably likely that the actual loss
development factors could vary by an amount equivalent to a six month shift from
those actually utilized in the year-end 2018 reserve review. This would impact
projections both for accident years where the selections were directly based on loss
development methods as well as the a priori loss ratio assumptions for accident
years with selections based on Bornhuetter-Ferguson or Cape Cod methods. Similar
to loss cost trends, these changes in loss development factors could be attributable
to changes in inflation or in the judicial environment, or in other social or economic
conditions affecting losses.

The key uncertainties for other casualty lines are similar to excess casualty, as the
underlying business is long-tailed and can be subject to variability in loss cost trends
and changes in loss development factors. These may differ significantly by line of
business as coverages such as general liability, medical malpractice and
environmental may be subject to different risk drivers.

The loss cost trends for U.S. D&O business vary by year and subset, but for the
most recent accident years, it is assumed to have been generally close to zero. After
evaluating the historical loss cost levels from prior accident years since the early
1990s, including the potential effect of losses relating to the credit crisis, in our

94



Edgar Filing: AMERICAN INTERNATIONAL GROUP INC - Form 10-K

judgment, it is reasonably likely that the actual variation in loss cost levels for these
subsets could vary by approximately 10 percent lower or higher on a year-over-year
basis than the assumptions actually utilized in the year-end 2018 reserve review.
Because U.S. D&O business has exhibited highly volatile loss trends from one
accident year to the next, there is the possibility of an exceptionally high deviation. In
our analysis, the effects of loss cost trend assumptions affect the results through the
a priori loss ratio assumptions used for the Bornhuetter-Ferguson and Cape Cod
methods, which impact the projections for the more recent accident years.

The selected loss development factors are also an important assumption, but are
less critical than for U.S. Excess Casualty. Because these classes are written on a
claims made basis, the loss reporting and development tail is much shorter than for
U.S. Excess Casualty. However, the high severity nature of the losses does create
the potential for significant deviations in loss development patterns from one year to
the next. Similar to U.S. Excess Casualty, after evaluating the historical loss
development factors from prior accident years since the early 1990s, in our
judgment, it is reasonably likely that actual loss development factors could change
by an amount equivalent to a shift by six months from those actually utilized in the
year-end 2018 reserve review.

Europe Casualty andSimilar to U.S. business, European Casualty and Financial Lines can be significantly

Financial Lines

U.S. Property and
Special Risks, and
Europe Property
and Special Risks
U.S. Personal
Insurance, and
Europe, and Japan
Personal Insurance

impacted by loss cost trends and changes in loss development factors. The
variation in such factors can differ significantly by product and region.

For short-tail lines such as Property and Special Risks, variance in outcomes for
individual large claims or events can have a significant impact on results. These
outcomes generally relate to unique characteristics of events such as catastrophes
or losses with significant business interruption claims.

Personal Insurance is short-tailed in nature similar to Property and Special Risks but
less volatile. Variance in estimates can result from unique events such as
catastrophes. In addition, some subsets of this business, such as auto liability, can
be impacted by changes in loss development factors and loss cost trends.
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Business or Category Key Assumptions

U.S. Run-off Long
Tail Insurance lines

We historically have used a combination of loss development methods and expected
loss ratio methods for excess workers’ compensation and other run-off segments.
For environmental claims, we have utilized a variety of methods including traditional
loss development approaches, claim department and other expert evaluations of the
ultimate costs for certain claims and survival ratio metrics.

U.S. Run-off Long Tail Insurance lines is an extremely long-tail class of business,
with a much greater than normal uncertainty as to the appropriate loss development
factors for the tail of the loss development. Specifically for excess workers’
compensation, after evaluating the historical loss development factors for prior
accident years since the 1980s as well as the development over the past several
years of the ground up loss projections utilized to help select the loss development
factors in the tail for this class of business, in our judgment, it is reasonably likely
that the tail factor beyond 30 years could vary by 10 percent above or below that
actually indicated in the 2018 loss reserve review.

Other Reserve Items Loss adjustment expenses (LAE) are separated into two broad categories, allocated

loss adjustment expenses (ALAE), also referred to as legal defense and cost
containment or “legal” and unallocated loss adjustment expenses (ULAE), which
includes certain claims adjuster fees and other internal claim management costs.

We determine reserves for legal expenses for each class of business by one or more
actuarial or structural driver methods. For the majority of segments, legal costs are
analyzed in conjunction with losses. For segments where they are separately
analyzed the methods used generally include development methods comparable to
those described for loss development methods. The development could be based on
either the paid loss adjustment expenses or the ratio of paid loss adjustment
expenses to paid losses, or both. Other methods include the utilization of expected
ultimate ratios of paid loss expense to paid losses, based on actual experience from
prior accident years or from similar product lines of business.

The bulk of adjuster expenses are allocated and charged to individual claim files. For
these expenses, we generally determine reserves based on calendar year ratios of
adjuster expenses paid to losses paid for the particular product line of business. For
other internal claim costs, which generally relate to specific claim department
expenses that are not allocated to individual claim files such as technology costs and
other broad initiatives, we look at historic and expected expenditures for these items
and project these into the future.

The incidence of LAE is directly related to the frequency, complexity and level of
underlying claims. As a result, a key driver of variability in LAE is the variability in
the overall claims, particularly for long tail lines.
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The following sensitivity analysis table summarizes the effect on the loss reserve position of using
certain alternative loss cost trend (for accident years where we use expected loss ratio methods) or
loss development factor assumptions rather than the assumptions actually used in determining our
estimates in the year-end loss reserve analyses in 2018:

Increase
(Decrease)
to Loss Reserves

December 31, 2018

(in millions)

Loss cost trends:

U.S. Excess Casualty:
5 percent increase $
5 percent decrease

U.S. Financial Lines (D&O)
10 percent increase 650
10 percent decrease (450)

1,150
(750)

Increase
(Decrease)
to Loss Reserves
Loss development factors:
U.S. Excess Casualty:
6-months slower $
6-months faster
U.S. Financial Lines (D&O)
6-months slower 950
6-months faster (650)
U.S. Run-off P&C Lines (Excess
Workers' Compensation):
10% tail factor increase 460

1,200
(900)

10% tail factor decrease (460)
U.S. Workers' Compensation:

Tail factor increase(@ 1,100

Tail factor decrease® (750)

(a) Tail factor increase of 2 percent for guaranteed cost business and 6 percent for deductible business.

(b) Tail factor decrease of 1.5 percent for guaranteed cost business and 4 percent for deductible business.
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Future Policy Benefits for Life and Accident and Health Insurance Contracts

Long-duration traditional products include whole life insurance, term life insurance, accident and health
insurance, long-term care insurance, and certain payout annuities for which the payment period is
life-contingent, which include certain of our single premium immediate annuities and structured settlements.

For long-duration traditional business, a “lock-in” principle applies. The assumptions used to calculate
the benefit liabilities and DAC are set when a policy is issued and do not change with changes in actual
experience, unless a loss recognition event occurs. The assumptions include mortality, morbidity,
persistency, maintenance expenses, and investment returns. These assumptions are typically consistent
with pricing inputs. The assumptions also include margins for adverse deviation, principally for key
assumptions such as mortality and interest rates used to discount cash flows, to reflect uncertainty given
that actual experience might deviate from these assumptions. Establishing margins at contract inception
requires management judgment. The extent of the margin for adverse deviation may vary depending on

the uncertainty of the cash flows, which is affected by the volatility of the business and the extent of our
experience with the product.

Loss recognition occurs if observed changes in actual experience or estimates result in projected future
losses under loss recognition testing. To determine whether loss recognition exists, we determine whether
a future loss is expected based on updated current assumptions. If loss recognition exists, we recognize
the loss by first reducing DAC through amortization expense, and, if DAC is depleted, record additional
liabilities through a charge to policyholder benefit expense. Because of the long-term nature of many of our
liabilities subject to the “lock-in” principle, small changes in certain assumptions may cause large changes in
the degree of reserve adequacy. In particular, changes in estimates of future invested asset returns have a
large effect on the degree of reserve deficiency.

For additional information on loss recognition see Note 9 to the Consolidated Financial Statements.

Groupings for loss recognition testing are consistent with our manner of acquiring, servicing, and
measuring the profitability of the business and are applied by product groupings, including traditional life,
payout annuities and long-term care insurance. Once loss recognition has been recorded for a block of
business, the old assumption set is replaced and the assumption set used for the loss recognition would
then be subject to the lock-in principle. Key judgments made in loss recognition testing include the
following:

+ To determine investment returns used in loss recognition tests, we typically match liabilities with assets
of comparable duration, to the extent practicable, and then project future cash flows on those assets.
Assets supporting insurance liabilities are primarily comprised of a diversified portfolio of high to medium
quality fixed maturity securities, and may also include, to a lesser extent, alternative investments. Our
projections include a reasonable allowance for investment expenses and expected credit losses over the
projection horizon. A critical assumption in the projection of expected investment income is the assumed
net rate of investment return at which excess cash flows are to be reinvested. For products in which asset
and liability durations are matched relatively well, this is less of a consideration since interest on excess
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cash flows are not a significant component of future cash flows. For the reinvestment rate assumption,
anticipated future changes to the yield curves could have a large effect. Given the interest rate
environment applicable at the date of our most recent loss recognition tests, we assumed a modest and
gradual increase in long-term interest rates over time.

+ For mortality assumptions, key judgments include the extent of industry versus own experience to base
future assumptions as well as the extent of expected mortality improvements in the future. The latter
judgment is based on a combination of historical mortality trends and advice from industry, public health
and demography specialists that were consulted by AlG’s actuaries and published industry information.

* For surrender rates, a key judgment involves the correlation between expected increases/decreases in
interest rates and increases/decreases in surrender rates. To support this judgment, we compare crediting
rates on our products to expected rates on competing products under different interest rate scenarios.

+ For in-force long-term care insurance, rate increases are allowed but must be approved by state
insurance regulators. Consequently, the extent of rate increases that may be assumed requires judgment.
In establishing our assumption for rate increases for long-term care insurance, we consider historical
experience as to the frequency and level of rate increases approved by state regulators.
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Significant unrealized appreciation on investments in a low interest rate environment may cause DAC to be
adjusted and additional future policy benefit liabilities to be recorded through a charge directly to
accumulated other comprehensive income (“shadow loss recognition”). These charges are included, net of
tax, with the change in net unrealized appreciation of investments. In applying shadow loss recognition, the
Company overlays unrealized gains onto loss recognition tests without revising the underlying test.
Accordingly, there is limited additional judgment in this process.

For additional information on shadow loss recognition see Note 9 to the Consolidated Financial Statements.
Guaranteed Benefit Features of Variable Annuity Products

Variable annuity products offered by our Individual Retirement and Group Retirement product lines offer
guaranteed benefit features. These guaranteed features include guaranteed minimum death benefits
(GMDB) that are payable in the event of death or other instances, and living benefits that are payable in the
event of annuitization, or, in other instances, at specified dates during the accumulation period. Living
benefits primarily include guaranteed minimum withdrawal benefits (GMWB).

For additional information on these features see Note 14 to the Consolidated Financial Statements.

The liability for GMDB, which is recorded in Future policyholder benefits, represents the expected value of
benefits in excess of the projected account value, with the excess recognized ratably through Policyholder
benefits and losses incurred over the accumulation period based on total expected fee assessments. The

liabilities for GMWB, which are recorded in Policyholder contract deposits, are accounted for as embedded
derivatives measured at fair value, with changes in the fair value of the liabilities recorded in Other realized
capital gains (losses).

Our exposure to the guaranteed amounts is equal to the amount by which the contract holder’s account
balance is below the amount provided by the guaranteed feature. A variable annuity contract may include
more than one type of guaranteed benefit feature; for example, it may have both a GMDB and a GMWB.
However, a policyholder can generally only receive payout from one guaranteed feature on a contract
containing a death benefit and a living benefit, i.e., the features are generally mutually exclusive (except a
surviving spouse who has a rider to potentially collect both a GMDB upon their spouse’s death and a
GMWB during his or her lifetime). A policyholder cannot purchase more than one living benefit on one
contract. Declines in the equity markets, increased volatility and a sustained low interest rate environment
increase our exposure to potential benefits under the guaranteed features, leading to an increase in the
liabilities for those benefits.

For sensitivity analysis which includes the sensitivity of reserves for guaranteed benefit features to changes
in the assumptions for interest rates, equity market returns, volatility, and mortality see Estimated Gross
Profits for Investment-Oriented Products below.

For additional discussion of market risk management related to these product features see Enterprise Risk
Management — Insurance Risks — Life and Retirement Companies Key Risks — Variable Annuity Risk
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Management and Hedging Program.
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The reserving methodology and assumptions used to measure the liabilities of our two largest
guaranteed benefit features are presented in the following table:

Guaranteed

Reserving Methodology &

Benefit Feature Assumptions and Accounting Judgments

GMDB

GMWB

We determine the GMDB liability at each balance sheet date by estimating the expected
value of death benefits in excess of the projected account balance and recognizing the
excess ratably over the accumulation period based on total expected fee assessments. For
additional information on how we reserve for variable annuity products with guaranteed
benefit features see Note 14 to the Consolidated Financial Statements.

Key assumptions include:

o Mortality rates, which are based upon actual experience modified to allow for
variations in policy form

. Lapse rates, which are based upon actual experience modified to allow for
variations in policy form

. Investment returns, using assumptions from a stochastic equity model

In applying asset growth assumptions for the valuation of the GMDB liability, we use a
reversion to the mean methodology, similar to that applied for DAC. For a description of
this methodology see Estimated Gross Profits for Investment-Oriented Products below.
GMWSB living benefits are embedded derivatives that are required to be bifurcated from the
host contract and carried at fair value. For additional information on how we reserve for
variable annuity products with guaranteed benefit features see Note 14 to the Consolidated
Financial Statements, and for information on fair value measurement of these embedded
derivatives, including how we incorporate our own non-performance risk see Note 5 to the
Consolidated Financial Statements.

The fair value of the embedded derivatives is based on actuarial and capital market
assumptions related to projected cash flows over the expected lives of the contracts. Key
assumptions include:

o Interest rates

. Equity market returns

. Market volatility

o Credit spreads

o Equity / interest rate correlation
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o Policyholder behavior, including mortality, lapses, withdrawals and benefit
utilization. Estimates of future policyholder behavior are subjective and based primarily on
our historical experience

o In applying asset growth assumptions for the valuation of GMWBSs, we use
market-consistent assumptions calibrated to observable interest rate and equity option
prices

. Allocation of fees between the embedded derivative and host contract
valuation of embedded derivatives for fixed index annuity and Life Products

Fixed index annuity and life products provide growth potential based in part on the performance of a market
index. Certain fixed index annuity products offer optional guaranteed benefit features similar to those
offered on variable annuity products. The index crediting feature of these products results in the recognition
of an embedded derivative that is required to be bifurcated from the host contract and carried at fair value.
Option pricing models are used to estimate fair value, taking into account assumptions for future equity
index growth rates, volatility of the equity index, future interest rates, and our ability to adjust the
participation rate and the cap on equity indexed credited rates in light of market conditions and policyholder
behavior assumptions.

For additional discussion of market risk management related to these product features see Enterprise Risk
Management — Insurance Risks — Life and Retirement Companies Key Risks — Variable Annuity Risk
Management and Hedging Program.

Estimated Gross Profits for Investment-Oriented Products

Policy acquisition costs and policy issuance costs that are incremental and directly related to the successful
acquisition of new or renewal of existing insurance contracts related to universal life and investment-type
products (collectively, investment-oriented products) are generally deferred and amortized, with interest, in
relation to the incidence of estimated gross profits to be realized over the expected lives of the contracts,
except in instances where significant negative gross profits are expected in one or more periods.
Estimated gross profits include current and expected interest rates, net investment income and spreads,
net realized capital gains and losses, fees, surrender rates, mortality experience and equity market returns
and volatility. In estimating future gross profits, lapse assumptions require judgment and can have a
material impact on DAC amortization. For fixed deferred annuity contracts, the future spread between
investment income and interest credited to policyholders is a significant judgment, particularly in a low
interest rate environment.
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If the assumptions used for estimated gross profits change, DAC and related reserves, including VOBA,
SIA, guaranteed benefit reserves and unearned revenue reserve (URR), are recalculated using the new
assumptions, and any resulting adjustment is included in income. Updating such assumptions may result in
acceleration of amortization in some products and deceleration of amortization in other products.

In estimating future gross profits for variable annuity products as of December 31, 2018, a long-term annual
asset growth assumption of 7.0 percent (before expenses that reduce the asset base from which future
fees are projected) was applied to estimate the future growth in assets and related asset-based fees. In
determining the asset growth rate, the effect of short-term fluctuations in the equity markets is partially
mitigated through the use of a reversion to the mean methodology, whereby short-term asset growth above
or below the long-term annual rate assumption impacts the growth assumption applied to the five-year
period subsequent to the current balance sheet date. The reversion to the mean methodology allows us to
maintain our long-term growth assumptions, while also giving consideration to the effect of actual
investment performance. When actual performance significantly deviates from the annual long-term growth
assumption, as evidenced by growth assumptions for the five-year reversion to the mean period falling
below a certain rate (floor) or above a certain rate (cap) for a sustained period, judgment may be applied to
revise or “unlock” the growth rate assumptions to be used for both the five-year reversion to the mean period
as well as the long-term annual growth assumption applied to subsequent periods. The use of a reversion
to the mean assumption is common within the industry; however, the parameters used in the methodology
are subject to judgment and vary within the industry.

For additional discussion see Insurance Reserves — Life and Annuity Reserves and DAC — DAC — Reversion to
the Mean.

The following table summarizes the sensitivity of changes in certain assumptions for DAC and SIA,
embedded derivatives and other reserves related to guaranteed benefits and URR, measured as the
related hypothetical impact on December 31, 2018 balances and the resulting hypothetical impact
on pre-tax income, before hedging.

Increase (decrease) in

Other Embedded

Reserves Derivatives

Relatedto Unearned Related to
December 31, 2018 DAC/SIA  Guaranteed Revenue Guaranteed Pre-Tax
(in millions) Asset Benefits Reserve Benefits Income
Assumptions:
Net Investment Spread
Effect of an increase by 10 basis points  $ 138 $ 31) $ 20 $ (136) $ 285
Effect of a decrease by 10 basis points (151) 32 (27) 139 (295)
Equity Return(@
Effect of an increase by 1% 71 (43) - (44) 158
Effect of a decrease by 1% (67) 53 - 46 (166)
Volatility )
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Effect of an increase by 1% (1) 22 - (43) 20
Effect of a decrease by 1% - (21) - 41 (20)
Interest Rate(©)

Effect of an increase by 1% - -

(1,537) 1,537

Effect of a decrease by 1% - - - 2,070 (2,070)
Mortality

Effect of an increase by 1% (14) 51 (3) (29) (33)
Effect of a decrease by 1% 12 (51) 1 29 33
Lapse

Effect of an increase by 10% (134) (86) (22) (58) 32
Effect of an decrease by 10% 138 90 22 58 (32)

(a) Represents the net impact of a one percent increase or decrease in long-term equity returns for GMDB
reserves and net impact of a one percent increase or decrease in the S&P 500 index on the value of the
GMWB embedded derivative.

(b) Represents the net impact of a one percentage point increase or decrease in equity volatility.

(c) Represents the net impact of one percent parallel shift in the yield curve on the value of the GMWB
embedded derivative. Does not represent interest rate spread compression on investment-oriented
products.

The sensitivity ranges of 10 basis points, one percent and 10 percent are included for illustrative purposes
only and do not reflect the changes in net investment spreads, equity return, volatility, interest rate,
mortality or lapse used by AIG in its fair value analyses or estimates of future gross profits to value DAC
and related reserves. Changes in excess of those illustrated may occur in any period.
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The analysis of DAC, embedded derivatives and other reserves related to guaranteed benefits, and
unearned revenue reserve is a dynamic process that considers all relevant factors and assumptions
described above. We estimate each of the above factors individually, without the effect of any correlation
among the key assumptions. An assessment of sensitivity associated with changes in any single
assumption would not necessarily be an indicator of future results. The effects on pre-tax income in the
sensitivity analysis table above do not reflect the related effects from our economic hedging program, which
utilizes derivative and other financial instruments and is designed so that changes in value of those
instruments move in the opposite direction of changes in the guaranteed benefit embedded derivative
liabilities.

For a further discussion on guaranteed benefit features of our variable annuities and the related hedging
program see Enterprise Risk Management Insurance Risks — Life and Retirement Companies Key Risks —
Variable Annuity Risk Management and Hedging Program, Insurance Reserves — Life and Annuity Reserves
and DAC — DAC - Variable Annuity Guaranteed Benefits and Hedging Results, and Notes 5 and 14 to the
Consolidated Financial Statements.

Reinsurance Assets

The estimation of reinsurance recoverable involves a significant amount of judgment, particularly for latent
exposures, such as asbestos, due to their long-tail nature. Reinsurance assets include reinsurance
recoverable on unpaid losses and loss adjustment expenses that are estimated as part of our loss
reserving process and, consequently, are subject to similar judgments and uncertainties as the estimation
of gross loss reserves.

We assess the collectability of reinsurance recoverable balances through either detailed reviews of the
underlying nature of the reinsurance balance or comparisons with historical trends of disputes and credit
events. We record adjustments to reflect the results of these assessments through an allowance for
uncollectable reinsurance that reduces the carrying amount of reinsurance assets on the balance sheet.
This estimate requires significant judgment for which key considerations include:

+ paid and unpaid amounts recoverable;

+ whether the balance is in dispute or subject to legal collection;

+ whether the reinsurer is financially troubled (i.e., liquidated, insolvent, in receivership or otherwise
subject to formal or informal regulatory restriction); and

« whether collateral and collateral arrangements exist.

At December 31, 2018, the allowance for estimated unrecoverable reinsurance was $140 million, or less
than one percent of the consolidated reinsurance recoverable.

For additional information on reinsurance see Note 8 to the Consolidated Financial Statements.
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Impairment Charges
Impairments of Investments

At each balance sheet date, we evaluate our available for sale securities holdings with unrealized losses to
determine if an other-than-temporary impairment has occurred. We also evaluate our other invested assets
for impairment; these include equity method investments in private equity funds, hedge funds and other
entities as well as investments in real estate.

For additional information on the methodology and significant inputs, by investment type, that we use to
determine the amount of impairment see the discussion in Note 6 to the Consolidated Financial
Statements.

Goodwill Impairment

For a discussion of gooadwill impairment see Part I, Iltem 1A. Risk Factors — Estimates and Assumptions and
Note 12 to the Consolidated Financial Statements. In 2018, 2017 and 2016, for substantially all of the
reporting units we elected to bypass the qualitative assessment of whether goodwill impairment may exist
and, therefore, performed quantitative assessments that supported a conclusion that the fair value of all of
the reporting units tested exceeded their book value. To determine fair value, we primarily use a discounted
expected future cash flow analysis that estimates and discounts projected future distributable earnings.
Such analysis is principally based on our business projections that inherently include judgments regarding
business trends.
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Liability for Legal Contingencies

We estimate and record a liability for potential losses that may arise from regulatory and government
investigations and actions and litigation and other forms of dispute resolution to the extent such losses are
probable and can be estimated. Determining a reasonable estimate of the amount of such losses requires
significant management judgment. In many cases, it is not possible to determine whether a liability has
been incurred or to estimate the ultimate or minimum amount of that liability until the matter is close to
resolution. In view of the inherent difficulty of predicting the outcome of such matters, particularly in cases
that are in the early stages of litigation or in which claimants seek substantial or indeterminate damages,
we often cannot predict the outcome or estimate the eventual loss or range of reasonably possible losses
related to such matters. Given the inherent unpredictability of such matters, the outcome of certain matters
could, from time to time, have a material adverse effect on the company’s consolidated financial condition,
results of operations or cash flows.

For more information on legal, regulatory and litigation matters see Note 16 to the Consolidated Financial
Statements.

Fair Value Measurements of Certain Financial Assets and Financial Liabilities
For additional information about the measurement of fair value of financial assets and financial liabilities
and our accounting policy regarding the incorporation of credit risk in fair value measurements see Note 5

to the Consolidated Financial Statements.

The following table presents the fair value of fixed maturity and equity securities by source of value
determination:

December 31, 2018 Fair Percent
(in billions) Value of Total
Fair value based on external sources(@ $ 222 92%
Fair value based on internal sources 20 8
Total fixed maturity and equity securities() $ 242 100%

(@) Includes $15.6 billion for which the primary source is broker quotes.

(b) Includes available for sale and other securities.

Level 3 Assets and Liabilities

Assets and liabilities recorded at fair value in the Consolidated Balance Sheets are measured and
classified in a hierarchy for disclosure purposes consisting of three levels based on the observability of

inputs available in the marketplace used to measure the fair value.

For additional information see Note 5 to the Consolidated Financial Statements.
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The following table presents the amount of assets and liabilities measured at fair value on a
recurring basis and classified as Level 3:

December 31, Percentage December 31, Percentage
(in billions) 2018 of Total 2017 of Total
Assets $ 33.7 6.9% $ 35.9 7.2%
Liabilities 4.4 1.0 4.4 1.0

Level 3 fair value measurements are based on valuation techniques that use at least one significant input
that is unobservable. We consider unobservable inputs to be those for which market data is not available
and that are developed using the best information available about the assumptions that market participants
would use when valuing the asset or liability. Our assessment of the significance of a particular input to the
fair value measurement in its entirety requires judgment.

We classify fair value measurements for certain assets and liabilities as Level 3 when they require
significant unobservable inputs in their valuation, including contractual terms, prices and rates, yield curves,
credit curves, measures of volatility, prepayment rates, default rates, mortality rates and correlations of
such inputs.

For a discussion of the valuation methodologies for assets and liabilities measured at fair value, as well as
a discussion of transfers of Level 3 assets and liabilities see Note 5 to the Consolidated Financial
Statements.
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Income Taxes
Recoverability of Net Deferred Tax Asset

The evaluation of the recoverability of our deferred tax asset and the need for a valuation allowance
requires us to weigh all positive and negative evidence to reach a conclusion that it is more likely than not
that all or some portion of the deferred tax asset will not be realized. The weight given to the evidence is
commensurate with the extent to which it can be objectively verified. The more negative evidence that
exists, the more positive evidence is necessary and the more difficult it is to support a conclusion that a
valuation allowance is not needed.

We consider a number of factors to reliably estimate future taxable income so we can determine the extent
of our ability to realize net operating losses (NOLs), foreign tax credits (FTCs), realized capital loss and
other carryforwards. These factors include forecasts of future income for each of our businesses and actual
and planned business and operational changes, both of which include assumptions about future
macroeconomic and AlG specific conditions and events. We subject the forecasts to stresses of key
assumptions and evaluate the effect on tax attribute utilization. We also apply stresses to our assumptions
about the effectiveness of relevant prudent and feasible tax planning strategies. In 2018, we have also
considered the impact of the Tax Act on our forecasts of taxable income, made certain assumptions related
to interpretation of relevant new rules, and incorporated guidance issued by the U.S. tax authority. Our
analysis also reflected the effect of slower utilization of our tax credits due to a reduction in the U.S.
statutory tax rate as a result of the Tax Act. Our income forecasts, coupled with our tax planning strategies,
all resulted in sufficient taxable income to achieve realization of the U.S. tax attributes prior to their
expiration.

For the year ended December 31, 2018, recent changes in market conditions, including rising interest
rates, impacted the unrealized tax gains and losses in the U.S. Non-Life Companies’ available for sale
securities portfolio, resulting in a decrease to the deferred tax liability related to net unrealized tax capital
gains. As of December 31, 2018, we continue to be in an overall unrealized tax gain position with respect
to the U.S. Non-Life Companies’ available for sale securities portfolio and thus concluded no valuation
allowance is necessary in the U.S. Non-Life Companies’ available for sale securities portfolio.

We also assess the recoverability of deferred tax assets related to unrealized tax capital losses in the U.S.
life insurance companies’ available for sale portfolio. For the year ended December 31, 2018, recent
changes in market conditions, including interest rate fluctuations, impacted the unrealized tax gains and
losses in the U.S. life insurance companies’ available for sale securities portfolio, resulting in a deferred tax
asset related to net unrealized tax capital losses. The deferred tax asset relates to the unrealized losses for
which the carryforward period has not yet begun, and as such, when assessing its recoverability, we
consider our ability and intent to hold the underlying securities to recovery. As of December 31, 2018,
based on all available evidence, we concluded that a valuation allowance should be established on a
portion of the deferred tax asset related to unrealized losses that are not more-likely-than-not to be
realized.
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For a discussion of our framework for assessing the recoverability of our deferred tax asset see Note 23 to
the Consolidated Financial Statements.

Uncertain Tax Positions

Our accounting for income taxes, including uncertain tax positions, represents management’s best estimate
of various events and transactions, and requires judgment. FASB Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes” (FIN 48) now incorporated into Accounting Standards Codification, 740,
Income Taxes (ASC 740) prescribes a recognition threshold and measurement attribute for the financial
statement recognition and measurement of an income tax position taken or expected to be taken in a tax
return. The standard also provides guidance on derecognition, classification, interest and penalties and
additional disclosures. We determine whether it is more likely than not that a tax position will be sustained,
based on technical merits, upon examination by the relevant taxing authorities before any part of the benefit
can be recognized in the financial statements. A tax position is measured at the largest amount of benefit
that is greater than 50 percent likely to be realized upon settlement.

We classify interest expense and penalties recognized on income taxes as a component of income taxes.
U.S. Income Taxes on Earnings of Certain Foreigh Subsidiaries

The U.S. federal income tax laws applicable to determining the amount of income taxes related to
differences between the book carrying amounts and tax bases of subsidiaries are complex. Determining the

amount also requires significant judgment and reliance on reasonable assumptions and estimates.
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U.S. Tax Reform

On December 22, 2017, the U.S. enacted Public Law 115-97, known informally as the Tax Cuts and Jobs
Act (the Tax Act). The Tax Act reduced the statutory rate of U.S. federal corporate income tax to 21
percent and enacted numerous other changes impacting AIG and the insurance industry. Additionally, the
SEC staff issued Staff Accounting Bulletin 118 (SAB 118), which provided guidance on accounting for the
tax effects of the Tax Act. SAB 118 addressed situations where accounting for certain income tax effects of
the Tax Act under ASC 740 may be incomplete upon issuance of an entity’s financial statements and
provided a one-year measurement period from the enactment date to complete the accounting under ASC
740. As of December 31, 2017, we had not fully completed our accounting for the tax effects of the Tax Act
and our provision for income taxes was based in part on a reasonable estimate of the effects on existing
deferred tax balances and of certain provisions of the Tax Act.

The Tax Act includes a provision for Global Intangible Low-Taxed Income (GILTI) under which taxes on
foreign income are imposed on the excess of a deemed return on tangible assets of certain foreign
subsidiaries and for Base Erosion and Anti-Abuse Tax (BEAT) under which taxes are imposed on certain
base eroding payments to affiliated foreign companies. There are substantial uncertainties in the
interpretation of BEAT and GILTI and while certain formal guidance was issued by the U.S. tax authority,
there are still aspects of the Tax Act that remain unclear and additional guidance is expected in 2019. Such
guidance may result in changes to the interpretations and assumptions we made and actions we may take,
which may impact amounts recorded with respect to international provisions of the Tax Act. Consistent with
accounting guidance, we treat BEAT as a period tax charge in the period the tax is incurred and have made
an accounting policy election to treat GILTI taxes in a similar manner.

As of December 31, 2018, we have completed our accounting for the tax effects of the Tax Act. As further
guidance is issued by the U.S. tax authority, any resulting changes in our estimates will be treated in
accordance with the relevant accounting guidance.

For an additional discussion of the Tax Act see Note 23 to the Consolidated Financial Statements.

Executive Summary

Overview

This overview of the MD&A highlights selected information and may not contain all of the information that is
important to current or potential investors in our securities. You should read this Annual Report in its
entirety for a more detailed description of events, trends, uncertainties, risks and critical accounting
estimates affecting us.

On July 18, 2018, we completed our acquisition of Validus Holdings, Ltd. (Validus), a leading provider of
reinsurance, primary insurance, and asset management services, for approximately $5.5 billion in cash.
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This transaction strengthens our global General Insurance business by expanding our current product
portfolio through additional distribution channels and advancing the tools available to enhance
underwriting. The results of Validus following the date of the acquisition are included in our General
Insurance segment starting in the third quarter of 2018. Our North America results include the results of
Validus Reinsurance, Ltd. and Western World Insurance Group, Inc., while our International results include
the results of Talbot Holdings Ltd.

In February 2018, we closed a series of affiliated reinsurance transactions impacting the Legacy Portfolio.
These transactions were designed to consolidate most of our Legacy Insurance Run-Off Lines into a single
legal entity, Fortitude Re, formerly known as DSA Reinsurance Company, Ltd., a Bermuda domiciled
composite reinsurer. The transactions include the cession of approximately $31 billion of reserves from our
Legacy Life and Retirement Run-Off Lines and approximately $4 billion of reserves from our Legacy
General Insurance Run-Off Lines relating to business written by multiple AlG legal entities, which
represented over 83 percent of the insurance reserves in the Legacy Portfolio as of December 31, 2018.
Fortitude Re has approximately $40 billion of total assets, primarily managed by AlG Investments, and is
AlG’s main run-off reinsurer with its own dedicated management team.

We formed Fortitude Group Holdings, LLC (Fortitude Holdings) to act as a holding company for Fortitude
Re. On November 13, 2018, we completed the sale of a 19.9 percent ownership interest in Fortitude
Holdings to TC Group Cayman Investment Holdings, L.P. (TCG), an affiliate of The Carlyle Group L.P.
(Carlyle) (the Fortitude Re Closing). Fortitude Holdings owns 100 percent of the outstanding common
shares of Fortitude Re and AlG has an 80.1 percent ownership interest in Fortitude Holdings. In connection
with the sale, we agreed to certain investment commitment targets into various Carlyle strategies and to
certain minimum investment management fee payments within thirty-six months following the closing. We
also will be required to pay a proportionate amount of an agreed make-whole fee to the extent we fail to
satisfy such investment commitment targets.

On November 6, 2018 we completed our acquisition of Glatfelter Insurance Group, a full-service broker and
insurance company providing services for specialty programs and retail operations.
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On December 31, 2018 AIG Life Ltd., a U.K. AIG Life and Retirement company, completed its acquisition of
Ellipse, a specialist provider of group life risk protection in the U.K.

See Business Segment Operations — General Insurance and Legacy Portfolio.

Financial Performance Summary
Net Loss Attributable To AIG

($ in millions)
2018 and 2017 Comparison

Decrease in Net loss attributable to AlG in 2018
compared to 2017. Excluding the $6.7 billion tax
charge related to the enactment of the Tax Act in
2017, we recorded a Net loss attributable to AIG in
2018 compared to Net income attributable to AlG in
2017 primarily due to:

» lower investment returns primarily driven by lower
hedge fund performance, a decline in income from
fixed maturity securities for which the fair value option
was elected when compared to higher returns on this
portfolio in 2017 as a result of significant spread
tightening that occurred, losses on our fair value
option equities portfolio, and lower invested assets
resulting from the funding of the adverse
development reinsurance agreement with National
Indemnity Company (NICO), a subsidiary of
Berkshire Hathaway Inc. (Berkshire), late in the first
quarter of 2017;

* anet unfavorable adjustment from the review and
update of Life and Retirement actuarial assumptions
compared to a net favorable adjustment in the prior
year; and

+ higher general operating and other expenses.

This decrease was partially offset by:
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* lower losses incurred from General Insurance
operations driven by significantly lower catastrophe
losses and lower unfavorable prior year loss reserve
development, partially offset by higher severe losses;
and

* lower net realized capital losses.
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2017 and 2016 Comparison

Decreased primarily due to a $6.7 billion tax charge
related to the enactment of the Tax Act. Excluding
this tax charge, net income increased $1.5 billion due
to:

* lower losses from General Insurance operations,
reflecting $1.0 billion of pre-tax unfavorable prior year
loss reserve development in 2017 driven by higher
than expected loss emergence in General Insurance
primarily related to accident year 2016 compared to
$5.4 billion in 2016, partially offset by higher
catastrophe losses;

+ anet favorable adjustment from the update of Life
and Retirement actuarial assumptions in 2017
compared to a net unfavorable adjustment in the prior
year;

+ lower general operating and other expenses;
* lower net realized capital losses;

* increased adjusted pre-tax income from the
Legacy Portfolio; and

* higher net investment income due to increased
income from alternative investments and higher
appreciation on assets for which the fair value option
was elected.

This increase was partially offset by a loss on sale of

divested businesses in 2017 compared to a gain on
sale of divested businesses in 2016.

For further discussion see MD&A — Consolidated
Results of Operations.
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2018 and 2017 Comparison
Adjusted pre-tax income decreased primarily due to:

» lower investment returns primarily driven by lower
hedge fund performance, a decline in income from
fixed maturity securities for which the fair value option
was elected when compared to higher returns on this
portfolio in 2017 as a result of significant spread
tightening that occurred, losses on our fair value
option equities portfolio, and lower invested assets
resulting from the funding of the adverse
development reinsurance agreement with NICO late
in the first quarter of 2017;

* anet unfavorable adjustment from the review and
update of Life and Retirement actuarial assumptions
compared to a net favorable adjustment in the prior
year; and

+ higher general operating and other expenses.

This decrease was partially offset by lower losses
incurred from General Insurance operations driven by
significantly lower catastrophe losses and lower
unfavorable prior year loss reserve development,
partially offset by higher severe losses.
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2017 and 2016 Comparison
Increased primarily due to:

+ lower losses from General Insurance operations,
reflecting $1.0 billion of pre-tax unfavorable prior year
loss reserve development in 2017 driven by higher
than expected loss emergence in General Insurance
primarily related to accident year 2016 compared to
$5.4 billion in 2016, partially offset by higher
catastrophe losses;

+ anet favorable adjustment from the update of Life
and Retirement actuarial assumptions in 2017
compared to a net unfavorable adjustment in in the
prior year;

+ lower general operating and other expenses;

* increased adjusted pre-tax income from the
Legacy Portfolio; and

* higher net investment income due to increased
income from alternative investments and higher
appreciation on assets for which the fair value option
was elected.

For further discussion see MD&A — Consolidated
Results of Operations.
Non-GAAP measure — for reconciliation of Non-GAAP to GAAP measures see Consolidated Results of
Operations.

*

General Operating and Other Expenses

($ in millions)
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General operating and other expenses increased in
2018 compared to 2017 due to the acquisition of
Validus, business growth and continued investments
in business platforms. General operating and other
expenses declined in 2017 compared to 2016 due to
lower employee-related expenses and professional
fee reductions related to our ongoing efficiency
program and divestitures of businesses, including
United Guaranty, AlG Advisor Group, Fuji Life and
NSM Insurance Group LLC (NSM).

In keeping with our broad and ongoing efforts to
transform for long-term competitiveness, general
operating and other expenses for 2018, 2017 and
2016 included approximately $395 million, $413
million and $694 million of pre-tax restructuring and
other costs, respectively, which were primarily
comprised of employee severance charges related to
efficiency initiatives.

We continue to execute initiatives focused on
organizational simplification, operational efficiency,
and business rationalization.
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Return on Equity Adjusted Return on Equity*

*

Non-GAAP measure — for reconciliation of Non-GAAP to GAAP measures see Consolidated Results of
Operations.

Book Value Per Share Book Value Per Share, excluding AOCI*

*

Non-GAAP measure — for reconciliation of Non-GAAP to GAAP measures see Consolidated Results of
Operations.

AIG’s Outlook - Industry and economic factors

Our business is affected by industry and economic factors such as interest rates, currency exchange rates,
credit and equity market conditions, catastrophic claims events, regulation, tax policy, competition, and
general economic, market and political conditions. We continued to operate under difficult market
conditions in 2018, characterized by factors such as the impact of historically low interest rates,
uncertainties in the annuity marketplace resulting from legislative and regulatory initiatives aimed at
re-evaluating the standard of care for sales of investment products and services, historically high levels of
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catastrophic events, slowing growth in China and Euro-Zone economies, global trade tensions and the UK’s
pending withdrawal from its membership in the European Union (the EU) (commonly referred to as Brexit).
Brexit has also affected the U.S. dollar/British pound exchange rate and increased the volatility of exchange
rates among the euro, British pound and the Japanese yen (the Major Currencies), which may continue for
some time.

Impact of Changes in the Interest Rate Environment

While interest rates remain low by historical standards, interest rates during 2018, particularly in the United
States, have risen, in some cases close to highs of the last five to ten years. In early 2019, the Federal
Open Market Committee of the Federal Reserve System indicated that it expects the pace of rate increases
to slow. The low interest rate environment negatively affects sales of interest rate sensitive products in our
industry and may negatively impact the profitability of our existing business as we reinvest cash flows from
investments, including increased calls and prepayments of fixed maturity securities and mortgage loans, at
rates below the average yield of our existing portfolios. As rates rise, some of these impacts may abate
while there may be different impacts, some of which are highlighted below. We actively manage our
exposure to the interest rate environment through portfolio selection and asset-
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liability management, including spread management strategies for our investment-oriented products and
economic hedging of interest rate risk from guarantee features in our variable and fixed index annuities.

Additionally, sustained low interest rates on discounting of projected benefit cash flows for our pension
plans may result in higher pension expense.

Annuity Sales and Surrenders

The sustained low interest rate environment has a significant impact on the annuity industry. Low long-term
interest rates put pressure on investment returns, which may negatively affect sales of interest rate
sensitive products and reduce future profits on certain existing fixed rate products. However, our disciplined
rate setting has helped to mitigate some of the pressure on investment spreads. Rapidly rising interest
rates could create the potential for increased sales, but may also drive higher surrenders. Customers are,
however, currently buying fixed annuities with surrender charge periods of four to seven years in pursuit of
higher returns, which may help mitigate increased early surrenders in a rising rate environment. In addition,
older contracts that have higher minimum interest rates and continue to be attractive to the contract holders
have driven better than expected persistency in Fixed Annuities, although the reserves for such contracts
have continued to decrease over time in amount and as a percentage of the total annuity portfolio. We will
closely monitor surrenders of Fixed Annuities as contracts with lower minimum interest rates come out of
the surrender charge period in a more attractive rate environment. Low interest rates have also driven
growth in our fixed index annuity products, which provide additional interest crediting, tied to favorable
performance in certain equity market indices and the availability of guaranteed living benefits. Changes in
interest rates significantly impact the valuation of our liabilities for annuities with guaranteed income
features and the value of the related hedging portfolio.

Reinvestment and Spread Management

We actively monitor fixed income markets, including the level of interest rates, credit spreads and the
shape of the yield curve. We also frequently review our interest rate assumptions and actively manage the
crediting rates used for new and in-force business. Business strategies continue to evolve to maintain
profitability of the overall business in light of the interest rate environment. A low interest rate environment
puts margin pressure on pricing of new business and on existing products, due to the challenge of investing
new money or recurring premiums and deposits, and reinvesting investment portfolio cash flows, in the low
interest rate environment. In addition, there is investment risk associated with future premium receipts from
certain in force business. Specifically, the investment of these future premium receipts may be at a yield
below that required to meet future policy liabilities.

The contractual provisions for renewal of crediting rates and guaranteed minimum crediting rates included
in products may reduce spreads in a sustained low interest rate environment and thus reduce future
profitability. Although this interest rate risk is partially mitigated through the asset liability management
process, product design elements and crediting rate strategies, a sustained low interest rate environment
may negatively affect future profitability.
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For additional information on our investment and asset-liability management strategies see Investments.

For investment-oriented products in our Individual Retirement, Group Retirement, Life Insurance and
Institutional Markets businesses, our spread management strategies include disciplined pricing and product
design for new business, modifying or limiting the sale of products that do not achieve targeted spreads,
using asset-liability management to match assets to liabilities to the extent practicable, and actively
managing crediting rates to help mitigate some of the pressure on investment spreads. Renewal crediting
rate management is done under contractual provisions that were designed to allow crediting rates to be
reset at pre-established intervals in accordance with state and federal laws and subject to minimum
crediting rate guarantees. We will continue to adjust crediting rates on in-force business to mitigate the
pressure on spreads from declining base yields, but our ability to lower crediting rates may be limited by the
competitive environment, contractual minimum crediting rates, and provisions that allow rates to be reset
only at pre-established intervals. As interest rates rise, we may need to raise crediting rates on in-force
business for competitive and other reasons potentially reducing the impact of investing in a higher interest
rate environment.

Of the aggregate fixed account values of our Individual Retirement and Group Retirement annuity products,
66 percent were crediting at the contractual minimum guaranteed interest rate at December 31, 2018. The
percentage of fixed account values of our annuity products that are currently crediting at rates above one
percent was 66 percent and 69 percent at December 31, 2018 and 2017, respectively. These businesses
continue to focus on pricing discipline and strategies to manage the minimum guaranteed interest crediting
rates offered on new sales in the context of regulatory requirements and competitive positioning. In the core
universal life business in our Life Insurance business, 65 percent of the account values were crediting at
the contractual minimum guaranteed interest rate at December 31, 2018.
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The following table presents fixed annuity and universal life account values of our Individual
Retirement, Group Retirement and Life Insurance operating segments by contractual minimum
guaranteed interest rate and current crediting rates:

Current Crediting Rates

December 31, 2018 1-50 Basis  More than 50

Contractual Minimum Guaranteed At Contractual Points Above Basis Points

Interest Rate Minimum Minimum Above Minimum

(in millions) Guarantee  Guarantee Guarantee Total
Individual Retirement”

<=1% $ 1432 $ 4,464 $ 18,933 $ 24,829
>1% - 2% 6,845 153 1,408 8,406
> 2% - 3% 12,540 273 77 12,890
> 3% - 4% 9,646 45 7 9,698
> 4% - 5% 536 - 4 540
>5% - 5.5% 34 - 5 39
Total Individual Retirement $ 31,033 $ 4,935 $ 20,434 $ 56,402
Group Retirement”

1% $ 1,659 $ 3,002 $ 2451 § 7,112
>1% - 2% 6,058 848 451 7,357
> 2% - 3% 15,178 3 - 15,181
> 3% - 4% 836 - - 836
> 4% - 5% 7,064 - - 7,064
>5% - 5.5% 174 - - 174
Total Group Retirement $ 30,969 $ 3,853 $ 2902 $ 37,724
Universal life insurance

1% $ - % - % - % -
>1% - 2% 87 24 367 478
> 2% - 3% 279 578 1,075 1,932
> 3% - 4% 1,575 497 7 2,079
> 4% - 5% 3,024 224 - 3,248
>5% - 5.5% 265 - - 265
Total universal life insurance $ 5230 $ 1,323 $ 1,449 $ 8,002
Total $ 67232 $ 10,111 $ 24,785 $ 102,128
Percentage of total 66% 10% 24% 100%

*

Individual Retirement and Group Retirement amounts shown include fixed options within variable
annuity products.

General Insurance
The impact of low interest rates on our General Insurance segment is primarily on our long-tail Casualty
line of business. We expect limited impacts on our existing long-tail Casualty business as the duration of

our assets is slightly longer than that of our liabilities. Sustained low interest rates would potentially impact
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new and renewal business for the long-tail Casualty line as we may not be able to adjust our future pricing
consistent with our profitability objectives to fully offset the impact of investing at lower rates. However, we
will continue to maintain pricing discipline and risk selection.

In addition, for our General Insurance segment and General Insurance Run-Off Lines reported within the
Legacy Portfolio, sustained low interest rates may unfavorably affect the net loss reserve discount for
workers’ compensation, and to a lesser extent could favorably impact assumptions about future medical
costs, the combined net effect of which could result in higher net loss reserves.
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Standard of Care Developments

The SEC, federal and state lawmakers and state insurance regulators continue their efforts at evaluating
what is an appropriate regulatory framework around a standard of care for the sale of investment products
and services. For example, on April 18, 2018, the SEC proposed a package of rulemakings and
interpretations designed to address the standard of care issues and the transparency of retail investors’
relationships with investment advisors and broker-dealers. Additionally, on July 18, 2018, the New York
State Department of Financial Services adopted a best interest standard of care regulation applicable to
annuity and life transactions through issuance of the First Amendment to Insurance Regulation 187 —
Suitability and Best Interests in Life Insurance and Annuity Transactions (Regulation 187). The compliance
date for Regulation 187 is August 1, 2019 for annuity products and February 1, 2020 for life products. As
amended, Regulation 187 requires producers to act in their client’s best interest when making point-of-sale
and in-force recommendations, and provide in writing the basis for the recommendation, as well as the
facts and analysis to support the recommendation. The amended regulation also imposes additional duties
on life insurance companies in relation to these transactions, such as requiring insurers to establish and
maintain procedures designed to prevent financial exploitation and abuse. We will implement and enhance
processes and procedures, where needed, to comply with this regulation. Other states, such as Nevada,
Maryland and New Jersey, have also proposed similar standard of care regulations applicable to insurance
producers and/or insurance companies. We continue to closely follow these proposals and other relevant
federal and state-level regulatory and legislative developments in this area. While we cannot predict the
long-term impact of these developments on our Life and Retirement businesses, we believe our diverse
product offerings and distribution relationships position us to compete effectively in this evolving
marketplace.

Impact of Currency Volatility

Currency volatility remains acute. Such volatility affected line item components of income for those
businesses with substantial international operations. In particular, growth trends in net premiums written
reported in U.S. dollars can differ significantly from those measured in original currencies. The net effect on
underwriting results, however, is significantly mitigated, as both revenues and expenses are similarly
affected.

These currencies may continue to fluctuate, in either direction, especially as a result of the UK’s announced
exit from the EU, and such fluctuations will affect net premiums written growth trends reported in U.S.
dollars, as well as financial statement line item comparability.

General Insurance businesses are transacted in most major foreign currencies. The following table
presents the average of the quarterly weighted average exchange rates of the Major Currencies,
which have the most significant impact on our businesses:

Years Ended December 31, Percentage Change
Rate for 1 USD 2018 2017 2016 2018vs. 2017 2017 vs. 2016
Currency:
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GBP 075 078 0.73 (4)% 7%
EUR 0.84 090 0.90 (7)% %
JPY 110.50 112.44 109.19 (2)% 3%

Unless otherwise noted, references to the effects of foreign exchange in the General Insurance discussion
of results of operations are with respect to movements in the Major Currencies included in the preceding
table.

Other Industry Developments

On September 7, 2017, the UK Ministry of Justice announced a proposal to increase the Ogden rate from
negative 0.75 percent to between zero and one percent. Following this announcement, on December 20,
2018 the UK Parliament passed the Civil Liability Act 2018 which implements a new framework for
determining the Ogden rate and requires the UK Ministry of Justice to start a review of the Ogden rate
within 90 days of its commencement and review periodically thereafter. The Ministry of Justice concluded a
public call for evidence on January 30, 2019 prior to beginning its first review. We will continue to monitor
the progress of potential changes to the Ogden rate.
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Consolidated Results of Operations

The following section provides a comparative discussion of our Consolidated Results of Operations on a
reported basis for the three-year period ended December 31, 2018. Factors that relate primarily to a
specific business are discussed in more detail within the business segment operations section.

For a discussion of the Critical Accounting Estimates that affect our results of operations see the Critical
Accounting Estimates section of this MD&A.

The following table presents our consolidated results of operations and other key financial metrics:

Year Ended December 31, Percentage Change
(in millions) 2018 2017 2016 2018 vs. 2017 2017 vs. 201¢
Revenues:
Premiums $30,614% 31,374 $ 34,393 (2)% (9
Policy fees 2,791 2,935 2,732 (5) 7
Net investment income 12,476 14,179 14,065 (12) 1
Net realized capital losses (130) (1,380) (1,944) 91 26
Other income 1,638 2,412 3,121 (32) (23
Total revenues 47,389 49,520 52,367 (4) (5
Benefits, losses and expenses:
Policyholder benefits and losses incurred 27,412 29,972 32,437 (9) (8
Interest credited to policyholder account balances 3,754 3,592 3,705 5 (3
Amortization of deferred policy acquisition costs 5,386 4,288 4,521 26 (5
General operating and other expenses 9,302 9,107 10,989 2 (17
Interest expense 1,309 1,168 1,260 12 (7
(Gain) loss on extinguishment of debt 7 (5 74 NM NNV
Net gain on sale of divested businesses (38) (68) (545) 44 8¢
Total benefits, losses and expenses 47,132 48,054 52,441 (2) (8
Income (loss) from continuing operations before
income tax expense (benefit) 257 1,466 (74) (82) NNV
Current 336 636 576 (47) 1(
Deferred (182) 6,890 (391) NM NN
Income tax expense (benefit) 154 7,526 185 (98) NNV
Income (loss) from continuing operations 103 (6,060) (259) NM NNV
Income (loss) from discontinued operations,
net of income tax expense (benefit) (42) 4 (90) NM NNV
Net income (loss) 61 (6,056) (349) NM NNV
Less: Net income (loss) attributable to
noncontrolling interests 67 28 500 139 (94
Net loss attributable to AIG $ (6)$ (6,084) $ (849) 100% NM
Years Ended December 31, 2018 2017 2016
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Return on equity
Adjusted Return on equity

(in millions, except per share data)

Balance sheet data:

Total assets

Long-term debt

Total AIG shareholders’ equity

Book value per common share

Book value per common share, excluding AOCI
Adjusted book value per common share

0.0% (8.4)%
2.1 4.1

December
31,
2018

$ 491,984
34,540
56,361
65.04
66.67
54.95
AlG | 2018 Form 10-K

(1.0)%
0.6

December 31,
2017

$ 498,301
31,640
65,171
72.49
66.41
54.74
65
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The following table presents a reconciliation of pre-tax income/net income (loss) attributable to AlIG
to adjusted pre-tax income/adjusted after-tax income attributable to AlIG:

Year Ended December 31,

(in millions, except per share data) Pre-tax
Pre-tax income/net income (loss), including

noncontrolling interests $ 2579%

Noncontrolling interest

Pre-tax income/net income (loss) attributable

to AIG $ 257%
Changes in uncertain tax positions and other tax

adjustments

Deferred income tax valuation allowance charges

Impact of Tax Act

Changes in fair value of securities used to hedge

guaranteed living benefits 154
Changes in benefit reserves and DAC, VOBA and
SIA related to net realized capital gains (losses) (6)

Unfavorable (favorable) prior year development and

154$ (6) $ 1,466%

(48)
(21)

32

)

48
21

122

)

2018
Total Tax
(Benefit) After
Charge Tax Pre-tax
154 15 $ 1,466%
(21)

(146)

(303)

2017
Total Tax
(Benefit)

Charge

7,526$(6,063) $

7,526$(6,084) $

(488)
(43)
(6,687)
(51)

(106)

After
Tax

(21)

488
43
6,687
(95)

(197)

130

Pre



