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Wednesday’s ruling could have major implications for two of MetLife’s biggest rivals:

f
Prudential Financial Inc. and American International Group Inc. Both have also been
L labeled as systemically important by federal regulators.
= Investors in Prudential and AIG “may want to know why they aren’t strenuously fighting
* their designation,” said Cathy Seifert, an equity analyst with S&P Capital IQ.
) Even before Wednesday’s ruling, Prudential executives had already discussed ways to
) escape from tougher federal oversight if MetLife wins its legal challenge with the U.S.,

weighing whether they can challenge the designation from the Financial Stability
Oversight Council after deciding not to earlier. The Journal reported last June that
executives have discussed using any court victory by MetLife as ammunition at an annual
review of its federal label, said people familiar with the situation.

For AIG, a challenge could be a more difficult proposition, as the company and its
massive bailout amid the financial crisis were part of the inspiration for the Dodd-Frank
financial regulation that created the systemically-important designation. But if AIG were
to successfully shake the label, it would give ammunition to the company’s case that it
doesn’t need to break up—something that activist investors have pushed for in recent

months.

AIG directors are expected to take another look at potentially challenging its designation,
people close to the matter said Wednesday. Directors of the big insurer next convene
before and after its annual meeting this May.

That said, there are still plenty of open questions that the insurers, the government, and
their lawyers will need to find answers to before they decide how to proceed.

For one, the actual decision from U.S. District Judge Rosemary Collyer is still under seal.
The details of the judge’s ruling, when it is released, will provide some direction.
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And the government can still appeal the decision. Plus, the Financial Stability Oversight
Council could redo the process that resulted in MetLife being tagged as a SIFL Or both.
All those possibilities mean the cloud of stricter oversight from the Federal Reserve
would hang over MetLife for many months, or possibly years, even

after Wednesday’s victory.

That’s one reason MetLife is likely to move ahead with its plan to divest part of the life-
insurance unit. In announcing that it was pursuing that option, the company said it
hoped the move would ease some of the capital burden it is expected to face as a SIFL. But
italso said that the move makes sense for other reasons too—a point that executives have
made repeatedly in the months that followed.

A stand-alone U.S. life insurer “will be more nimble and competitive, benefiting from
greater focus, more flexibility in products and operations, and a reduced capital and
compliance burden,” Chief Executive Steven Kandarian said on a conference call with
investors and analysts in February. In a statement Wednesday, Mr. Kandarian called the
decision a “win for MetLife’s customers, employees and shareholders” but didn’t address
the question of the company’s future plans.

MetLife shares popped on Wednesday’s ruling, rising 4.8% in afternoon
trading. Prudential shares climbed 2.5%, while AIG is up 2.2%.

Representatives for Prudential and AIG had no immediate comment.
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MARKETS A
AIG Posts Higher Profit, Agrees to $960 Million Settlement
Gain From Series of Divestitures Also Helps Insurance Conglomerate
Saemail et wy commenes [ 7 3§ EI A A
By LESLIE SCISM ( CONNECT
Updated Aug. 4, 2014 4:30 p.m_ ET
American International Group Inc. (AIG +1.17% ) posted a 13% jump in second-quarter
profit, aided by solid results in its core operations and a large gain from the last of a
series of divestitures prompted by its crisis-era government bailout.
The New York insurance conglomerate reported $3.07 billion in net income, up from
$2.73 billion in the year-earlier quarter, in the last quarterly results to be overseen by
President and Chief Executive Robert Benmosche. The 70-year-old retires Sept. 1
after five years restructuring the company as it repaid its rescue package. He will be
succeeded by Peter Hancock, who runs the company's world-wide property-casualty
insurance unit.
Separately, AIG agreed to pay $960 million to settle claims that it misled investors Popular Now Whats This?
about its financial health between 2006 and 2008, in one of the largest settlements of ARTICLES
investor litigation stemming from the financial crisis. P iy
The proposed class-action settlement, giltl;c;kcﬁ;gegval]::n gy S
. - with plaintiffs including the state of Sales
Blg SWlngS Michigan's pension plan, was disclosed
Net income for AIG, in billions in the insurance conglomerate's second-
T — quarter earnings filing with the Securities In Defense of
s2okillon and Exchange Commission. 2 Zionism v
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Michigan's pension plan, was disclosed

in the insurance conglomerate's second-
quarter earnings filing with the Securities
and Exchange Commission.

The settlement, subject to federal-court
approval, aims to close out more than a
half-dozen separate class-action
complaints filed in the wake of AIG's near
collapse into bankruptcy court in
September 2008.

The company faced allegations of losses
totaling tens of billions of dollars from the
investors, including buyers of stock and
bond offerings in the two years before the
company's bailout.

For the second quarter, AlG's operating
earnings, which exclude realized capital
gains and losses from its investment

portfolio and other items considered nonrecurring on a quarterly basis, easily topped
analyst expectations as they rose 11% to $1.83 billion.

On a per-share basis, operating income was $1.25, compared with the $1.05
consensus estimate of analysts surveyed by Thomson Reuters. In the year-earlier
quarter, AlG reported operating income of $1.66 billion, or $1.12 a share.

Overall, net income amounted to $2.10 a share, up from $1.84. Net included a $1.4

billion, or 96 cents-a-share, gain on the sale of its aircraft-leasing unit to AerCap
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In the proposed settlement disclosed Monday, the plaintiffs allege that AIG made 2 g“e‘M,i“I‘g)e Review: A
statements in news releases, financial filings, and elsewhere that hid from investors Spa:';g; mne
the extent of the company's subprime-mortgage exposure.
AIG was previously the plaintiff in several other lawsuits in which the insurer claimed
Wall Street firms misled it about the risks of subprime mortgages they sold to AIG. AIG 3 The Deep Ocean
has so far recovered more than $2 billion in settlements from those cases. Floor Where
MH370 Could Be
The proposed pact "is one of the largest ever achieved in the absence of a criminal Hiding
indictment or an SEC enforcement action," said Robert Hoffman, a partner with
Philadelphia-based Barrack, Rodos & Bacine, a lead counsel in the case representing
the Michigan pension plan. 4 First Ebola Patient §
Arrives in U.S. =
An AIG spokesman said: "The resolution of this and other legacy financial crisis =
related matters better enables us to focus on AIG's future."
AlG's crisis-era legal woes aren't behind it, however. The company still faces nine
separate individual securities lawsuits brought by parties including the Kuwait 5 Monkey Wallahs
Investment Authority, lllinois' teachers' retirement system and various mutual funds, Keep the !’eaee in
according to AIG's filing, among some other litigation. New Delhi
The results released Monday showed improvement in the property-casualty insurance
unit, after a sluggish first quarter that had prompted concern among some analysts
and investors that the company's turnaround was stalling. Mr. Hancock has stressed
higher pricing and an exit from unprofitable lines of business that in previous years
were valued for their top-line growth, while also modernizing the company's computer
infrastructure to make better use of data analytics.
While net premiums written, an indicator of future revenue that reflects the value of
coverage sold in the quarter, declined 1% to $9.21 billion in the quarter, the unit
v

posted pretax operating income of $1.36 billion, up 25% from the year-earlier period.
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higher pricing and an exit from unprofitable lines of business that in previous years A
were valued for their top-line growth, while also modernizing the company's computer
infrastructure to make better use of data analytics.

While net premiums written, an indicator of future revenue that reflects the value of
coverage sold in the quarter, declined 1% to $9.21 billion in the quarter, the unit
posted pretax operating income of $1.36 billion, up 25% from the year-earlier period.
The company cited improvement in underwriting results, which it said was partially
offset by a decline in net investment income, including lower returns on alternative
investments.

Unlike many U.S.-focused peers hit with higher costs from storms in the second
quarter, AlIG's more globally focused property-casualty business saw a dip in
catastrophe costs, as disaster costs world-wide came in lower than the year before.
AlG's catastrophe losses were $139 million in the most-recent quarter, compared with
$316 million in the prior-year period. The year-earlier results also were hurt by a $154
million reserve increase.

Quarterly pretax profit at AIG's life and retirement operation rose 3% to $1.18 billion.
Its results reflected higher fee income from growth in assets under management
partially offset by lower investment income.

AlG's mortgage-guaranty business more than doubled its pretax operating income to
$210 million.

Write to Leslie Scism at leslie.scism@wsj.com
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BEFORE imploding at extraordinary cost to the world’s financial system and America’s
taxpayers, AIG was considered a financial fortress: it boasted a high stock valuation, an AAA
credit rating (heavily used in the firm’s marketing which suggested that it would stand behind its
commitments to customers) and was led by a chief executive, Hank Greenberg (pictured), adept
at squashing critics.

This reputation enabled AIG to build a staggeringly large derivatives book, which received scant
attention until the firm proved unable to meet its commitments during the financial crisis. At the
time the answer of Hank Paulson, America’s then treasury secretary, was to nationalise AIG at a
cost of more than $100 billion. This allowed the company to meet its obligations, but it also came
with tremendous financial benefits for firms that had misjudged AlIG—notably Goldman Sachs,
which Mr Paulson headed from 1999 to 2006.

Now Mr Greenberg has sued, and the lawsuit may be joined by the AIG itself. He argues that the
bail-out and its overly onerous terms amounted to an illegal taking of private property. But
behind this argument lurks another one: that a non-nationalised AIG could have survived, if only
by taking the approach of a tough insurance company which knows that the customer has little
time for litigation—offering, in the midst of a panic, a cheap fast settlement. This course of action
would have had obvious benefits for AIG’s shareholders, a group that included Mr Greenberg.

The prospect of having to pay recompense to a company that has already cost taxpayers billions
strikes many in Congress as nauseating. Yet Mr Greenberg’s case is strengthened by how the
ici i i i manv wave Mr Danlenn hac hoon

Economist video

Explore trending topics
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crisis was dealt with. Though he tried many times and in many ways, Mr Paulson has been
incapable of articulating a consistent principle—beyond expediency—which would justify how
the bail-out was handled.

More recently, the same lack of principle can be seen in the spate of large settlements. Certain
banks get hammered, whereas other institutions, notably the ones that had government
appointees on their boards, such as Fannie Mae and Freddie Mac, have been spared. The

$18.5 billion deal between the government and ten banks announced on January 7 for
instance, includes no formula for how the fine was calculated. The government justifies it as
recompense for vaguely defined bad behavior, the banks praise it as a simple solution.

All this is no doubt encouraging for Mr Greenberg. Beyond bullying bank executives into
payments, the government’s track record for proving wrongdoing is, to be kind, slim. He is
demanding that claims be justified and may drag his old company along for the ride. If there is a
public policy benefit, it is that a full-blown trial could provide an overdue examination of what
really happened during the financial crisis and how it was dealt with.
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LEGAL/REGULATORY | JANUARY 7,2013, 10:30 PM

Rescued by a Bailout, A.I.G. May Sue Its

Savior

BY BEN PROTESS AND MICHAEL J. DE LA MERCED

Fresh from paying back a $182 billion bailout, the
American International Group has been running a
nationwide advertising campaign with the tagline
“Thank you America.”

Behind the scenes, the restored insurance company is
weighing whether to tell the government agencies that
rescued it during the financial crisis: thanks, but you
cheated our shareholders.

The board of A.I.G. will meet on Wednesday to
consider joining a $25 billion shareholder lawsuit
against the government, court records show. The
lawsuit does not argue that government help was not

neaded Tt eantendc that the aneranc natnre af the recene - the talriing af what

<

'

Mark Lennihan/Associated Press

An American International Group
office building in New York in 2008.
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needed. It contends that the onerous nature of the rescue — the taking of what
became a 92 percent stake in the company, the deal’s high interest rates and the
funneling of billions to the insurer’s Wall Street clients — deprived shareholders of
tens of billions of dollars and violated the Fifth Amendment, which prohibits the
taking of private property for “public use, without just compensation.”

Maurice R. Greenberg, A.I.G.’s former chief executive, who remains a major
investor in the company, filed the lawsuit in 2011 on behalf of fellow shareholders.
He has since urged A.L.G. to join the case, a move that could nudge the government
into settlement talks.

Article Tools The choice is not a simple one for the insurer. Its

board members, most of whom joined after the

FACEBOOK SAVE bailout, owe a duty to shareholders to consider
TWITTER E-MAIL the lawsuit. If the board does not give careful
GOOGLE+ PRINT consideration to the case, Mr. Greenberg could
SHARE PERMALINK challenge its decision to abstain.

Should Mr. Greenberg snare a major settlement

without A.I.G., the company could face additional lawsuits from other shareholders.

Suing the government would not only placate the 87-year-old former chief, but
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Yet such a move would almost certainly be widely seen as an audacious display of
ingratitude. The action would also threaten to inflame tensions in Washington,
where the company has become a byword for excessive risk-taking on Wall Street.

Some government officials are already upset with the company for even seriously
entertaining the lawsuit, people briefed on the matter said. The people, who spoke
on the condition of anonymity, noted that without the bailout, A.I.G. shareholders
would have fared far worse in bankruptcy.

“On the one hand, from a corporate governance perspective, it appears theyre being
extra cautious and careful,” said Frank Partnoy, a former banker who is now a
professor of law and finance at the University of San Diego School of Law. “On the
other hand, it’s a slap in the face to the taxpayer and the government.”

For its part, A.L.G. has seized on the significance and complexity of the case, which
is filed in both New York and Washington. A federal judge in New York dismissed
the case, while the Washington court allowed it to proceed.

“The A.I.G. board of directors takes its fiduciary duties and business judgment
responsibilities seriously,” said a spokesman, Jon Diat.

On Wednesday, the case will command the spotlight for several hours at A.I.G.’s
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On Wednesday, the case will command the spotlight for several hours at A.I.G.’s
Lower Manhattan headquarters.

Mr. Greenberg’s company, Starr International, will begin with a 45-minute (o]

presentation to the board, according to people briefed on the matter. Mr. Greenberg
is expected to attend, they added. GRsalBookioniiwittey

What we're saying (and reading) on Twitter.
It will be an unusual h0¥neco.mi¥1g of S(.)I't.S for Mr. (.}reer.lberg, who ran 1.\.I.G. for % Loading Twitter messages...
nearly four decades until resigning amid investigations into an accounting scandal
in 2005. For some years after his abrupt departure, there was bitterness and
litigation between the company and its former chief.

After the Starr briefing on Wednesday, lawyers for the Treasury Department and
the Federal Reserve Bank of New York — the architects of the bailout and
defendants in the cases — will make their presentations. Each side will have a few
minutes to rebut.

While the discussions are part of an already scheduled board meeting, securities
lawyers say it is rare for an entire board to meet on a single piece of litigation.

“It makes eminent good sense in this case, but I've never heard of this kind of v
sitnation ” said Henry H_a former reenlator who is now a nrofessor af the
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situation,” said Henry Hu, a former regulator who is now a professor at the
University of Texas School of Law in Austin.

It is unclear whether the directors are leaning toward joining the case. The board
said in a court filing that it would probably decide by the end of January.

Until now, the insurance giant has sat on the sidelines. But its delay in making a
decision, some officials say, has drawn out the case, forcing the government to pay
significant legal costs.

The presentations on Wednesday come on top of hundreds of pages of submissions
that the government prepared last year, a time-consuming and costly process. The
Justice Department, which assigned about a dozen lawyers to the case and hired
outside experts, told a judge handling the matter that Starr was seeking 16 million
pages in documents from the government.

“How many?” the startled judge, Thomas C. Wheeler, asked, according to a
transcript.

Struck just days after the collapse of Lehman Brothers in September 2008, the
bailout of A.I.G. proved to be among the biggest and thorniest of the financial crisis
rescues. The company was on the brink of collapse because of deteriorating
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rescues. The company was on the brink of collapse because of deteriorating
mortgage securities that it had insured through credit-default swaps.

Starting in 2010, the insurer embarked on a series of moves aimed at repaying its
taxpayer-financed bailout, including selling major divisions. It also held a number
of stock offerings for the government to reduce its stake, which eventually
generated a roughly $22 billion profit.

Overseeing that comeback was a new chief executive, Robert H. Benmosche, a
tough-talking longtime insurance executive. Mr. Benmosche has won plaudits,
including from government officials, for his managing of A.1.G.’s public relations
even as he helped nurse the company back to financial health.

But he and the rest of A.I.G.’s board must now confront an equally pugnacious
predecessor in Mr. Greenberg.

In the case against the government, Mr. Greenberg, through his lead lawyer, David
Boies, contends that the bailout plan extracted a “punitive” interest rate of more
than 14 percent. The government’s huge stake in the company also diluted the
holdings of existing shareholders like Starr, which at the time was A.I.G.’s largest
investor.
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“The government has been saying, ‘We're your friend, we owned and controlled you
and we let you go.” But A.I.G. doesn’t owe loyalty to the government,” a person close
to Mr. Greenberg said. “It owes loyalty to its shareholders.”

The government, Starr argues, used billions of dollars from A.L.G. to settle credit-
default swaps the insurer had with banks like Goldman Sachs. The deal, according
to the lawsuit, empowered the government to carry out a “backdoor bailout” of Wall
Street.

Starr argued that the actions violated the Fifth Amendment. “The government is not
empowered to trample shareholder and property rights even in the midst of a
financial emergency,” the Starr complaint says.

The Treasury Department declined to comment. A spokesman for the Federal
Reserve Bank of New York, Jack Gutt, said, “There is no merit to these allegations.”
He noted that “A.1.G.’s board of directors had an alternative choice to borrowing
from the Federal Reserve, and that choice was bankruptcy.”

A federal judge in Manhattan agreed, dismissing the case in November. In an 89-

page opinion, Judge Paul A. Engelmayer wrote that while Starr’s complaint “paints
a portrait of government treachery worthy of an Oliver Stone movie,” the company
“voluntarilv accepted the hard terms offered bv the one and onlv rescuer that stood
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page opinion, Judge Paul A. Engelmayer wrote that while Starr’s complaint “paints
a portrait of government treachery worthy of an Oliver Stone movie,” the company
“voluntarily accepted the hard terms offered by the one and only rescuer that stood
between it and imminent bankruptcy.”

The United States Court of Appeals for the Second Circuit recently agreed to review
the case on an expedited timeline. The judge in the United States Court of Federal
Claims in Washington, meanwhile, has declined to dismiss the case and continues
to await A.I.G.’s decision.
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We can debate the wisdom of providing A.I.G. $182 billion in support. What is not
debatable is that the people of A.L.G. persevered and have repaid that assistance plus a
profit: a total of $205 billion back to the American people. A.I.G. reduced $2.65 trillion
notional value of derivatives by 91.5 percent, divested assets worth more than $68 billion,
made itself far less complex and markedly improved its risk profile. And we have exercised
the same right available to every American company to use deferred tax assets.

It is a result of our employees’ determination to repay America that A.I.G. not only
supports our customers and employees but also contributes directly to the financial
stability of the United States. Thank you, America.

ROBERT H. BENMOSCHE
President and Chief Exec., A.L.G.
New York, Dec. 28, 2012

A version of this letter appeared in print on January 7, 2013, on page A18 of the New York edition with the headline: The
Bailout of A.LG..
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AIG considers suing government for bailing it
out, world implodes in on itself

Posted by Neil Irwin on January 8, 2013 at 11:29 am
-+ TextSize = Print # Reprints Share: n W More »
Fresh from launching a branding campaign to try to rechristen itself as a paragon of

patriotism, the giant insurer American International Group is reportedly weighing a step
that would remind America just why everyone got so darn mad in the first place.

The board of AIG, according to the New York Times, is weighing whether to join a $25 The Post Most:Business

billion lawsuit against the U.S. government for forcing unacceptably high losses on
shareholders in its bailout. The argument is that this violated the Fifth Amendment’s
prohibition on the government seizing private property without just compensation.
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events of September 2008, when AIG
was bailed out, this theory seems
patently ridiculous. Here’s a refresher on
what happened. The company’s financial
products division had been, in effect,
selling guarantees against losses on
highly rated securities tied to mortgages.
When those securities plummeted in
value, the losses in that division were so
great that it brought one of the world’s biggest financial firms to the brink of bankruptcy.
When AIG executives turned to the government for help on Sept. 16, 2008, the day after
Lehman Brothers went bankrupt, they had no other options; no private entity would lend

them money.

It is true that AIG executives wanted a
sweeter deal than they got. They
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(and also one of the reasons banks are

-
LE AN FORWARD intensively regulated). New York Fed

president Tim Geithner and Treasury

@ m snbc Secretary Hank Paulson had other ideas. If

the government was going to bail the
company out, they were going to insist on
m more punitive terms. The initial bailout
was a loan of up $85 billion at an interest
rate of Libor (the short-term bank lending rate) plus 8.5 percentage points. And in exchange
for getting the lending facility at all, the New York Fed took on 79.9 percent of the

company’s stock. The bailout would eventually expand to $182 billion and a 92 percent
government stake in AIG.

The message the government was sending with the onerous terms was clear: If you run a
company into the ground, and have to come to Uncle Sam for help, we will help you only
reluctantly and at a high cost. If you don’t like it, well, you can join Lehman Brothers in
bankruptey court.

According to the Times report, the AIG board will hear presentations Wednesday from Starr
Tant 54 1 s+l 1 A tlal sk lad e £ AXO olasaf Fa 1T 1
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Lxreenberg, arguing that AIG SnOlllﬂJOlIl the sult, then frrom lawyers for the lreasury and

New York Fed. Presumably the government lawyers will offer more precise, legalistic
answers to Greenberg’s claims than the head-smacking sense of disbelief that has
accompanied public disclosure of the news.

It would be a particularly interesting time to be a fly on the wall in the office of Fed
Chairman Ben Bernanke. The AIG bailout was one of the few things that seemed to rile the
preternaturally calm academic. “Of all the events and all of the things we’ve done in the last
18 months,” he told “60 Minutes” in March 2009, “the single one that makes me the
angriest, that gives me the most angst, is the intervention with AIG. Here was a company
that made all kinds of unconscionable bets. Then, when those bets went wrong, we had a
situation where the failure of that company would have brought down the financial system. .
... It makes me angry. I slammed the phone more than a few times on discussing AIG. It’s—
it’s just absolutely— I understand why the American people are angry. It’s absolutely unfair
that taxpayer dollars are going to prop up a company that made these terrible bets—that was
operating out of the sight of regulators, but which we have no choice but to stabilize, or else
risk enormous impact, not just in the financial system, but on the whole U.S. economy.”

If AIG goes forward with joining the suit against the government, it’s easy to imagine that

Bernanke’s blood pressure will rise all the more. His won’t be the only one.
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Six Years After Financial Crisis,
Litigation Carries On With AIG Suit

by JIM ZARROLI

September 30, 2014 4:08 PM ET
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over the terms of the company's $85 billion bailout. He says it amounts to an
unconstitutional seizure of private property.

Maurice "Hank" Greenberg, AlG's former CEOQ, is suing the U.S. government %

Copyright © 2014 NPR. For personal, noncommercial use only. See Terms of Use. For other uses, prior
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ROBERT SIEGEL, HOST: ZURICH

Did the federal government's bailout of the huge insurance company AlG, amount to
extortion? The founder of AIG, Hank Greenberg says yes. Greenberg's allegations are the
basis of a civil suit that went to trial this week in Washington. It's all about the 2008 financial
crisis and the terms the government imposed on the insurance company it rescued. The
plaintiffs say those terms were excessively harsh. Among the likely witnesses are some of the
key players in the financial crisis including former Fed Chairman Ben Bernanke and former More From Law
Treasury Secretaries Henry Paulson and Timothy Geithnerand. We're joined now by NPR's

Jim Zarroli, who is following the trial and Jim what's this case about and why is it coming up

now?

NPR thanks our sponsors Become an NPR sponsor

California Enacts Ban On Single-Use
JIM ZARROLI, BYLINE: The case is about whether the government overstepped its Plastic Bags
constitutional authority when it bailed out AIG. You remember then in 2008, AIG had gotten
into a lot of trouble because of all the credit default swaps it had sold. These are, you know,
insurance contracts on mortgage assets. So the government gave it a loan of $85 billion - Justice Department Investigates Use
later on that went to $184 billion. Now as part of the bailout the government charged really “ Of Force Among Albuquerque Police
high interest rates for the money it lent and it also took - temporarily anyway, it took nearly 80
percent of the company's shares. Greenberg says that diluted the value of this company's
stock, so he filed a f:lass-action lawsuit on behalf of the sh.areholders and his investment Tenn. Detention Facility Explores
company was the biggest shareholder of AIG when the bailout occurred. How To Control Rough Teens

SIEGEL: So does Greenberg believe that the government was wrong to bail out AIG support comes

fom
altogether?
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ZARROLI: You know, he has always opposed the bailout. He says the terms were A
confiscatory, this is a seizure of private property and that's unconstitutional. He also says, you
know, the bailout wasn't voluntary, the government pretty-much forced it to accept the terms. More From Law

And he also makes the point, which other people have made, that the money didn't actually

go to AIG. It was passed on to the big banks and the investment funds that AIG owed money

to, firms like Goldman Sachs and J.P. Morgan Chase. They were really the beneficiaries of

the bailout, but the board at AIG approved the bailout and even though, you know, Greenberg California Enacts Ban On Single-Use
had founded the company he was no longer chairman by the time this happened. So there Plastic Bags

wasn't really anything he could do about it except sort of tenaciously pursue this suit, and

that's what he's done even though the company itself hasn't gotten involved with it.
Justice Department Investigates Use

SIEGEL: How has the federal government responded to this? Of Force Among Albuquerque Police

ZARROLI: With a lot of indignation. U.S. officials say this was a bailout. AIG was not entitled

to dictate the terms of the bailout. The company was in trouble because of its own actions. It . N

had sold a lot of what are called credit default swaps and it was having to pay out a lot of ;i?f?ézﬁ&%?ﬁze;}%ﬁoms
money, which it didn't have and, you know, yes shareholders lost a lot of the value of their

shares, but, you know, if the bailout hadn't happened they would have lost everything. The

company would have gone under and also that would've had a kind of domino effect on other “ More From Law >
financial institutions and it would have made the economic crisis a lot worse. m

SIEGEL: So if the government loses, how much money would it have to pay Greenberg and
the other shareholders?

support comes

ZARROLI: Oh, it could be billions of dollars. | mean the suit is asking for 40 billion. The thing ~ from:
is this case is unusual in a lot of ways. For one thing the suit was dismissed in federal court v
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SIEGEL: So if the government loses, how much money would it have to pay Greenberg and

the other shareholders?

; " I " ) More From Law
ZARROLI: Oh, it could be billions of dollars. | mean the suit is asking for 40 billion. The thing

is this case is unusual in a lot of ways. For one thing the suit was dismissed in federal court

and then an appeals court upheld that dismissal, but Greenberg took it to the U.S. Court of

Federal Claims, that's a sort of obscure corner of the judiciary, it hears claims against the California Enacts Ban On Single-Use
government. It takes a lot of contract claims. It doesn't usually get cases of this magnitude. Plastic Bags

So, it's a little hard trying to predict how it will respond. The attorney for Greenberg is David

Boies, who's a very famous lawyer with a long career. The judge in the case has allowed

Boies to depose a lot of very big names, people like former treasury secretary Tim Geithner Justice Department Investigates Use
and at the end you know the judge is expected to go away and take maybe months to decide Of Force Among Albuquerque Police
whether Greenberg has a case. And if he has a case, how much of anything shareholders

should get.

SIEGEL: Jim thanks. Tenn. Detention Facility Explores
How To Control Rough Teens

ZARROLI: You're welcome.

Copyright © 2014 NPR. All rights reserved. No quotes from the materials contained herein may be used in any media without
attribution to NPR. This transcript s provided for personal, noncommercial use only, pursuant to our Terms of Use. Any other
use requires NPR's prior permission. Visit our permissions page for further information.

SIEGEL: That's NPR's Jim Zarroli. “ More From Law >

NPR transcripts are created on  rush deadline by a contractor for NPR, and accuracy and availability may vary. This text  support comes
may not be in its final form and may be updated or revised in the future. Please be aware that the authoritative record of from
NPR's programming is the audio. v
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Paulson Says AIG 2008 Hars

Paulson Says AlG 2008 Harsh Loan
Terms Needed to Send a Message

By Andrew Zsjac and Christie Smythe

American International Group Inc.
(AIG) received harsher terms than other
institutions in the 2008 financial crisis
because regulators wanted to send a
message to markets that government help
would cost them, Henry Paulson, the
former treasury secretary, testified.

“It was important that terms be harsh
because | take moral hazard seriously,”
Paulson said, referring to the economic term
for consequence-fre risks. His appearance
on the witness stand came in the
Washington federal trial of Maurice “Hank”
Greenberg's Starr Intemational Co.'s claim
that the govemment illegally took equity in
the insurer and was unexpectedy brief.

Starr, AIG's largest shareholder at the time

Oct6,2014 2:31 PMET | 36 Comments & Email & Print

Protographer. Ancraw Harrr/Bioomber

Henry “Hank" Paulson, chairman and founder of the Paulson Insttute and former
US... Read More

of the bailout, claims the government punished the insurer by demanding equity and imposing an
effective interest rate of 14 percent on a rescue loan -- far higher than interest other bailout recipients,
such as banks, had to pay. Starr is seeking at least $25 billion in damages for shareholders.

“When companies fail, shareholders bear the losses,” Paulson testified under questioning from Joshua
Gardner, a Justice Department lawyer. “It’s just the way our system is supposed to work”

Paulson said he valued stability above all else in regulating markets, followed by the need for market
participants to be responsible for the consequences of their actions,
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Paulson Says AIG 2008 Hars ‘ ‘

Greenberg, who built AIG into the world's biggest insurer, claims the government trampled
shareholders rights. The govemnment didn't have the legal authority to take an 80 percent equity stake
in consideration of an $85 billion loan to AIG, Star claimed in the lawsuit. That equity demand wasn't
made of any other financial institution getting government rescue loans, according to the complaint.

Citibank Distinction

In his testimony, Paulson drew a distinction between AIG's treatment and that of Citigroup Inc. (C),
which he acknowledged received better terms than the insurer.

AIG had to be rescued because if it failed “the country faced a real disaster,” Paulson said under
questioning by Starr’s attorney, David Boies.

The govemment avoided punitive terms for Citigroup because it feared doing so would encourage
shortsellers to attack other banks, further destabilizing the economy, Paulson testified.

There was no similar risk of a domino effect in the insurance market, according to Paulson. *l didn't
see another insurance company that was vulnerable” and posed a risk to the entire economy as AIG

did, he said.

Paulson said he advocated “faimess to the extent you can have fairness,” but “to me, stability trumped
moral hazard.”

In brief follow-up questioning, Boies sought to portray the harsh terms of the AIG rescue as
conditions mandated by politics.

AIG Scapegoat

AIG had become “a scapegoat for Wall Street and all of the bad practices people were angry
about,” Paulson told Boies.
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Paulson Says AIG 2008 Hars ‘ ‘

Paulson also acknowledged telling both major presidential candidates, Arizona Sen. John McCain
and then-lliinois Senator Barack Obama, that they shouldn't be unhappy about the AIG bailout
because shareholders had been treated harshly.

Paulson said he “wanted to minimize political opposition to what we were doing,” which included
appealing to Congress for more money to shore up struggling institutions.

Boies was scheduled to question Paulson for six hours. The former treasury secretary was finished
and off the stand in fewer than two.

His early departure left both sides scrambling for witnesses to fill a sudden hole in the trial schedule.

The trial's first witness, Scott Alvarez, the general counsel of the Federal Reserve Board of
Govemors, was on the witness stand for more than 13 hours.

Geithner Unavailable

Timothy Geithner, the head of the New York Fed at the time of the bailout, was due to testify
Tuesday.

Ben Bernanke, the former chair of the Fed, is scheduled to testify Wednesday and Thursday
morning.

In earlier testimony today, Paulson said he talked with China about helping bail out financial firms in
2008.

In AIG's case, Paulson said he didn't think the Chinese would be interested in a deal without a
government guarantee.

“The govermment couldn't provide that assurance,” Paulson said. “The Chinese were very, very
nervous” about investing in U.S. firms at the time, he said.

In last year's Netflix documentary “Hank,” Paulson discussed how he persuaded banks, Congress and
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AlG CEQO Says Too-Big-to-
Fail Exit Not Among Top
Priorities

by  Katherine Chiglinsky ~ Agnel Philip Sonali Basak
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P> Focusing on regulation can be ‘hugely distracting,” CEO says

> Hancock's remarks are reassuring to bondholders, analyst says

American International Group Inc. Chief Executive Officer Peter Hancock said he’s more

f focused on boosting returns than worrying about the government’s classification of his
; company as too big to fail.
h “Of all of the strategic issues that we face as a leadership team, this doesn’t even make the top

10,” Hancock said Tuesday at a conference, when asked about the company’s status as a non-

bank systemically important financial institution, a tag that can bring tighter capital rules.
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Ben Bernanke, the former chair of the Fed, is scheduled to testify Wednesday and Thursday
morning.

In earlier testimony today, Paulson said he talked with China about helping bail out financial firms in
2008.

In AIG's case, Paulson said he didn't think the Chinese would be interested in a deal without a
government guarantee.

“The govermment couldn't provide that assurance,” Paulson said. “The Chinese were very, very
nervous” about investing in U.S. firms at the time, he said.

In last year's Netflix documentary “Hank,” Paulson discussed how he persuaded banks, Congress and
presidential candidates to sign off on almost $1 trillon in bailouts. Geithner has written a book —
“Stress Test’ - about dealing with the financial, economic and housing crisis that plunged the U.S.
into the worst recession since the 1980s.

Boies didn't draw much out of Paulson regarding how the government arrived at the terms for bailing
out AIG. Paulson said repeatedy he didn't recall many of the details of the rescue package when
questioned about it.

The case is being heard by U.S. Court of Federal Claims Judge Thomas Wheeler.
The case is Starr Intemational Co. v. U.S., 11-cv-00779, U.S. Court of Federal Claims (Washington).

To contact the reporters on this story: Christie Smythe in Brookiyn at csmythe1@bloomberg.net;
Andrew Zajac in Washington at azajac@bloomberg.net

To contact the editors responsible for this story: Michael Hytha at mhytha@bloomberg.net Joe
Schneider, David Glovin
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Timothy Geithner, a key player in the US government's 2008 bailout of
American International Group Inc, is due back in court on Wednesday in a
trial of a lawsuit filed by the insurance giant's former CEO over the
handling of the rescue.

On Tuesday, Geithner affimed his belief that the bailout was needed to
avert disaster for the financial system. Geithner was president of the New
York Federal Reserve at the time of the rescue and later Treasury
secretary.

Alawyer grilled Geithner at the trial of the lawsuit brought by former AIG
chairman and CEO Maurice Greenberg. He s suing the federal
government for about $40bn in damages, asserting that it violated the fifth
amendment by taking control of the insurance giant without ‘just
compensation” for the shares it received

The $85bn loan package for AIG, which was teetering toward bankruptcy
in September 2008, gave the government control of 80% of the New York-
based company's stock. While upholding the necessity of the AIG bailout,
Geithner in his testimony Tuesday also acknowledged that he had said the
bailout “wiped out” AG shareholders

That statement was in line with testimony Monday by former Treasury
secretary Henry Paulson, who said the AIG bailout was specifically
designed by the government to punish the company. Paulson, who
headed the Treasury Department at the time of the rescue, said AIG
shareholders should have faced punishment for the company’s troubled
balance sheet.

Geithner is expected to return Wednesday for a second day of testimony
in the trial at the US court of federal claims in Washington. Former Fed
chairman Ben Bernanke is also scheduled to testify later in the week

Geithner was questioned for a full day by Greenberg's attorney, David
Boies. Geithner reconstructed in detail the New York Fed's deliberations
over and decision to extend the aid to AIG, and its discussions with AIG
executives on terms for the loan. He frequently said he couldn't recall
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specific facts or details. - R
On the Guardian today

He said he was “deeply involved” in discussions to determine an interest
rate for the loan to AIG, which was set at about 12% annually.

Boies read from a 17 September 2008 document written by a New York
Fed official saying “AIG was told this was ‘take it or leave it.” Nothing could
be negotiated.”

With Geithner giving AIG's then-CEO Robert Willumstad an hour or two to
get the company’s board to approve the terms, Boies asked Geithner,
“You gave them a deadiine, correct?”

Answered Geithner: ‘I don't know ... how | framed the deadline, but |

made clear that we had very little time.”
v US Ebola patient Thomas Eric Duncan

Geithner also acknowledged concern among New York Fed officials that dies at Texas hospital
AIG shareholders could vote to reject the government’s terms for the loan.

In @ moment of levity during the tedious back-and-forth, Boies — a famed
litigator known for his fight for gay marriage and advocacy of Al Gore
before the supreme court in the 2000 election — asked Geithner whether
he had a *high regard for Greenberg. I had ... | would say a complicated
regard for him, just to be honest about it,” he replied.

AIG nearly collapsed after making huge bets on mortgage investments
that later soured. Federal regulators were concerned that if it were allowed L :

to fail it would send shock waves through the financial system, which was |t

already reeling after Lehman Brothers collapsed in September of 2008 Nurse reported Ebola symptoms many

AIG became a symbol for excessive risk on Wall Street and a touchstone times before being quarantined

of public anger. It was criticized, among other things, for paying millions of
dollars in bonuses to executives after it was bailed out

The $85bn loan package eventually grew to $182bn in government aid,
which AIG has since repaid. The company has returned to profitability,
and its stock has risen more than 45% over the past two years.
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Bernanke Defends Government’s AIG Rescue in Court
Takes Stand in Suit Field By Former AIG CEO Greenberg’s Firm
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By DAMIAN PALETTA and LESLIE SCISM | comnecT
0Oct.9,2014 1:59 pm. ET

WASHINGTON—Former Federal Reserve Chairman Ben S. Bernanke took the stand
Thursday afternoon in federal court to defend the government’s 2008 rescue of
‘American International Group Inc. (AIG-290%

Mr. Bernanke fielded preliminary questions from plaintiffs lawyer David Boies for
about 30 minutes before the court broke for lunch. Mr. Bernanke is expected to retum
to the stand after lunch

The lawstit claims the rescue package was an unconstitutional grab of an equity
stake, cheating shareholders.

Mr. Bernanke's testimony on the ninth day of the trial followed that of Timothy
Geithner, president of the Federal Reserve Bank of New York when AIG nearly
collapsed, and before him, former U.S. Treasury Secretary Henry Paulson. After more
than two days, Mr. Geithner wrapped up his testimony just before Mr. Bemanke took
the stand on Thursday.

The class-action suit was filed in 2011 by Starr International Co., an investment and
charitable firm run by AIG's former longtime chief executive, Maurice R. “Hank™
Greenberg. Starr was AlG'’s largest shareholder in 2008.

It alleges that the government didn't have legal authority to take a 79.9% equity stake
in AIG in exchange for providing an $85 billion emergency loan in September 2008
The case seeks at least $40 billion for shareholders.

It also contends that the govemment went beyond its auth
M C\My Webs\mmt
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and conditions to punish AIG, without analysis or investigation to understand the
financial-services company’s role in the crisis compared with other financial
comparies, and even regulators themselves

AIG, whose primary business is selling insurance, nearly toppled as a result of its sale
of an unregulated type of insurance that protected banks and other large clients
against losses on complex mortgage bonds.

Law professors and other legal experts said court testimony by a former Fed chairman
is a highly unusual, if not unprecedented, event. The government initially had resisted
Mr. Bernanke's deposition in the case, maintaining in court papers last year that Starr
hadn't proved why relevant information couldn't be obtained from the many places
where Mr. Bernanke has spoken publicly. The government won a federal appellate
court ruling that he wouldn't have to testify at least as long as he was Fed chairman

After his Jan. 31 retirement, the government dropped its opposition, and Mr. Bernanke
became the first former Fed chairman to be deposed on a formal matter related to
decisions he made as head of the central bank, according to current and former
officials.

However, Mr. Bemanke's sworn statement wasn't the first testimony he has given
about AIG. He testified specifically on AIG before the House Financial Services
Comittee. More broadly, since 2008 he has testified more than 60 times before
various congressional committees, as well as before the Financial Crisis Inquiry
Comission, an independent panel established under federal law to look at the
causes of the 2008 financial and economic problems.
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Messrs. Paulson and Geithner about the crisis, past congressional hearings and other
VIDEO
inquiries into the various rescue effort, as well as memos, emails and notes obtained
from the govemment through the legal “discovery” process—in seeking to build Starrs m&msﬂfga
case. by In-State Schools
At some points, Mr. Bemnanke offered “Yes Sir* answers to questions, with his chin
resting in the palm of his right hand
Mr. Boies employed a tactc he had used with Mr. Geithner and Mr. Pauison, making 2. gﬁ:s‘},{imgm
them go through parts of their memoirs. For Mr. Bernanke, who is still writing his crisis- Sleep for Human
era book, Mr. Boies directed the former Fed chairman to review parts of a compilation Mars Mission
of Mr. Bernanke's lectures that had been published
Another core part of Starr's case is a contention that government officials levied the 3 Joshua Wong
harsh terms—including a minimum 12% annual interest rate—even as they Wants Action, Not
considered it imperative for the then-giant financial-services company to accept the Words From Obama
terms because of concerns that an AlG bankruptcy would cause devastating economic
harm
The suit alleges the government forced the onerous terms on AlG, rather than its 4 ;nﬂs!iide a_R‘gs:an
board voluntarily accepting the tough deal. Ml aent 300

The case is being heard as a bench trial in the U.S. Court of Federal Claims.
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Stewart accuses Hank Greenberg of being a “rich and
shameless” cry baby

'7th Heaven’ Actress Sarah
Goldberg Dead at 40
AT7: S

Jon Stewart dedicated the first segment of “The Daily Show” on

_

Thursday to verbally destroying AIG executive Maurice “Hank”
Greenberg's lawsuit against the federal government over the $184.6

Rosie O'Donnell on Friend

‘The Daily Show' Tackles billion bailout his company received during the 2008 economic crisis. Stephen Collins’ Molestation

ngist GﬂP_PnIiticaI Ads Allegations: I'm ‘Shocked’ and
Aimed at Birth Control- “So the essence of Greenberg's argument is that the banks got special ‘Heartbroken’ (Video)
Chugging Women (Video) T 009 views

treatment that AIG did not get, to which | say welcome to the f-cking
world, buddy. Because that's what we've been mad about forever,”
Stewart said. “You're angry that they wouldn't lend you at less than 14
percent? Yeah, we hate it too, except it's called having a credit card. And

we don't sue over those rates, because we can't.”

{?I: flt:svt”:)fn ma;.:l.rmngzi See video: Jon Stewart Trashes Media for ISIS, Ebola Panic When
the Press' Heart Disease Kills 600,000 a Year

Greenberg, the company's former CEO and currently one of the largest
shareholders, isn't just mad about the interest rate, either.

He believes the amount of money the government bought 92 percent of N
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Greenberg, the company's former CEO and currently one of the largest
shareholders, isn't just mad about the interest rate, either.

He believes the amount of money the government bought 92 percent of
° the company with was an unfairly low valuation. Again, that figure was

Lena Dunham on Dealing $184.6 billion.
With Vitriolic Internet
Trolls: | React With 'Class  See video: Bill O'Reilly Rips Stephen Colbert for Mocking Him: He

and a Little Bit of Sass' Has ‘No Bleeping Clue’

Greenberg's lawyer compared it to “extortion” in court, but Stewart did the math and reminded
Greenberg that AIG was only worth $15.4 billion at the time of the acquisition.

“We paid you more than 1,000 percent of your market value,” Stewart said. “As a general rule, your
better extortionists and your better kidnappers, extract money from their victims rather than
contribute.”

Stewart boiled down Greenberg's entire legal argument to this: “Wahhhhhhh! It's not fairl
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> Hancock's remarks are reassuring to bondholders, analyst says

American International Group Inc. Chief Executive Officer Peter Hancock said he’s more

f focused on boosting returns than worrying about the government’s classification of his
; company as too big to fail.
h “Of all of the strategic issues that we face as a leadership team, this doesn’t even make the top

10,” Hancock said Tuesday at a conference, when asked about the company’s status as a non-
bank systemically important financial institution, a tag that can bring tighter capital rules.
Seeking to reverse that label would be “hugely distracting to management and is based on a
flawed premise that the binding constraint holding us back from returning more capital to

shareholders is the regulatory framework that we have from the Federal Reserve.”

Hancock’s view differs with the approach of MetLife Inc. CEO Steve Kandarian who won a
court battle in March to overturn the SIFI designation. MetLife has dropped 15 percent since
Dec. 31 in New York trading, with the slump worsening after the company reported second-
quarter results last week. AIG rallied after posting earnings last week, and its decline for the

year was 4.5 percent as of 1:45 p.m. in New York.
‘Stick to Our Guns’

“Without naming names, the most recent court challenges and events have demonstrated
staying focused on the fundamentals is perhaps the right thing to do,” Hancock said Tuesday
at the conference, which was held by UBS Group AG in Chicago. “So we’re going to stick to

our guns.”
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Bernanke: Public reaction to AIG a concern

9 . USA TODAY

WASHINGTON — Former Federal Reserve
Chairman Ben Bernanke testified Friday he was
concerned that the public and Congress would think
p that American International Group (AIG) was being
(Photo: Carolyn Kaster, AP) treated lightly when it received an $85 billion
government bailout in 2008.

In a trial that's shining a spotlight on the unusual terms the government placed on the
loan, Bernanke also said AlG stood out from other financial institutions receiving

federal aid because it did not have certain investments to secure the loan. R Srne Hormh oo fesdce

absence | USA NOW

Former AIG CEO Maurice Greenberg is suing the federal government, arguing it Oct 10,2014
illegally took a controlling interest in AIG without adequately compensating

shareholders.

Bernanke grilled over r¢
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Starr International, Greenberg's investment firm and AIG's largest shareholder in 2008,
is seeking $40 billion to compensate him and other shareholders for the high interest
rate the government charged and for other financial losses.

Starr says the government subjected AIG to conditions not imposed on the more than
200 other companies that got federal loans during the crisis.

Starr’'s attorney, David Boies, suggested Friday that when Fed officials bailed out AIG
in September 2008, they fretted over how Congress would perceive the move because
they were preparing to seek congressional approval for a much larger rescue package
for troubled financial firms.

"If it appeared to the public and Congress that AIG was being treated lightly, that could
cause political problems," Boies said.

"It was certainly a concern for me," Bernanke replied

Boies also sought to show that AIG had not made excessively risky investments by
selling tens of billions of dollars in derivatives related to mortgages that plunged in
value when the real estate market crashed. Its plight put the company on the verge of
bankruptcy and risked the collapse of the financial system.

Noting that AIG stopped issuing new derivatives in 2005, Boies confronted Bernanke
with his own optimistic view of the economy as late as May 2007. In a speech that
month, Bernanke said the effects of the subprime mortgage market economy "will likely
be limited" and he didn't expect "spillover....to the rest of the economy and the financial
system."
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On cross examination by government lawyer Kenneth Dintzer, Bernanke said officials
resisted lending money to AIG and did so only when it was clear the company would
be unable to obtain funding from the private sector.

"We very much did not want to make that loan," Bernanke said. In contrast to the
strikingly curt responses Bernanke gave Boies, the former Princeton professor relaxed
into the affable, explanatory mode he more typically displays.

He also cast doubt on suggestions that the Fed was trying to single out AIG by taking
an equity stake in the company even though firms such as Citigroup and Bank of
America also made risky bets on mortgages. Bernanke said those firms had
"marketable securities" that could serve as collateral while AIG did not.

Although AIG had profitable units that backed up the loan, Bernanke said the Fed
typically sought securities.

unishment
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Associated Press

v, N.v.— American International Group Inc. has agreed to pay

New York state $35 million to settle claims that two former
subsidiaries of the insurance giant solicited business without a
license and misled regulators about their operations in the state.

The state Department of Financial Services announced the
settlement Friday. The deal comes after the state reached a $60
million settlement in March with MetLife, which purchased the two

subsidiaries from AIG.

Authorities had alleged that the subsidiaries — American Life
Insurance Co. and Delaware American Life Insurance Co. —
sought customers in New York without necessary licenses and
made misstatements about their activities to regulators.

Under the settlement, AIG will drop a federal legal challenge to the
state's probe and the state will not proceed with charges or a

lawsuit.

FOLLOW FOX BUSINESS

Get Our Free Newsletter
Enter Email Address Sign Up

Y (205 v Foltow @foxbusiness

RECOMMENDED VIDEOS

Hilary Clinton
backpedals from
saying business
don’t create jobs.

Id Week for Oil,
Gold Markets

RS

6:50 PM




image51.png
OG) @ hitpy/fwwwstreetinsider.com/Corporate +News/SEC +Charge +Three +AIG+%28AIG%29 +Affiliates +with +Mutual +Fund +Shares +Conflicts%3 + ‘(;55(: Charge Three AIG (AIG) x‘ ‘ I vg £03

File Edit View Favorites Tools Help

Home JOIN SIPremium Calendars Ratings M&AInsider EPSInsider
Corporate News, Litigation

Dividends IPOInsider Hedge Funds Premium Letters ~Submit Release

P> Google Play | @ App Store

SEC Charge Three AIG (AIG) Affiliates with Mutual Fund Shares Conflicts;
Settlement Reached

icle Stock Quotes (1) Comments (0)

March 14, 2016 2:46 PM EDT

Get an inside look at Wall Street with Streetinsider Premium. Stay confident in your
A I Get your 2-week free trial here retirement plan with help

from a specialist.

The Securities and Exchange Commission announced charges

@ against three AIG (NYSE: AIG) affiliates for steering mutual fund N\
clients toward more expensive share classes so the firms could :
collect more fees. The firms agreed to pay more than $9.5 million
to settle the SEC’s charges. N

Price: $52.81 -0.15% |,

An SEC investigation found that the firms placed clients in share

Overall Analyst Rating: classes that charged fees for marketing and distribution despite _
* Up) the clients being eligible to buy shares in fund classes without E Ameritrade SEEMORE
those additional charges. As a result, the firms collected
Dividend Yield: 2.5% 4 approximately $2 million in extra fees. The firms failed to

EPS Growth %: -213.4% | disclose their conflict of interest in selecting share classes that

BT would generate more revenue for them.

“Investment advisers must be vigilant about conflicts of interest
when selecting mutual fund share classes because the choice

_ may improperly benefit them at the expense of their clients,” said

Marshall S. Sprung, Co-Chief of the SEC Enforcement Division’s
Asset Management Unit, which has been actively probing conflicts of interest and disclosure around
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According to the SEC’s order instituting a settled administrative proceeding, the AIG affiliates also
failed to monitor advisory accounts on a quarterly basis to prevent reverse churning. The firms had
compliance policies and procedures to ensure that fee-based or “wrap” advisory accounts that
charged an inclusive fee for both advisory services and trading costs remained in the best interest
of clients that traded infrequently, but failed to implement those policies and procedures.

The three firms — Royal Alliance Associates, SagePoint Financial, and FSC Securities Corporation
— consented to the SEC’s order without admitting or denying the findings that they violated Sections
206(2), 206(4) and 207 of the Investment Advisers Act of 1940 and Rule 206(4)-7. The firms agreed
to disgorgement of more than $2 million in improper fees plus prejudgment interest and a $7.5
million penalty.

The SEC’s investigation was conducted by John Farinacci and supervised by Panayiota K.
Bougiamas of the Asset Management Unit. The SEC examination that led to the investigation was
conducted by Joseph P. DiMaria, Edward R. Perkins, John Camardo, and Mary Beth Lynch of the
New York Regional Office as well as Jon M. Wieman and Sang Lee of the Los Angeles Regional
Office.
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AlG Said in Talks to Sell
Mortgage Unit to Arch for
$3.4 Billion

by SonaliBasak  Katherine Chiglinsky
¥ sonalibasak W k_chiglinsky

August 15, 2016 — 10:44 AM PDT f v »

P> Hancock is seeking to free up capital to return to investors

P> Arch previously pushed into mortgage business with PMI deal

American International Group Inc. is in talks to sell its mortgage insurer, United
Guaranty Corp., to Arch Capital Group Ltd. as Chief Executive Officer Peter Hancock
works to simplify his company and free up capital to return to shareholders, according

to a person familiar with the matter.

OLUVETY The insurers are discussing a possible sale price of about $3.4 billion, said the person,

<) aupbio who asked not to be identified discussing confidential talks.
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American International Group Inc. i in talks to sell its mortgage insurer, United
Ll Guaranty Corp., to Arch Capital Group Ltd. as Chief Executive Officer Peter Hancock
works to simplify his company and free up capital to return to shareholders, according
102 person familiar with the matter.

The insurers are discussing a possible sale price of about $3.4 billion, said the person,
who asked not to be identified discussing confidential talks.

A deal with Arch would accelerate New York-based AIG’s exit from United Guaranty,
‘which filed in March for an initial public offering. Hancock’s company would have
initially retained a majority stake under that plan. AIG was seeking a valuation of about
s4billion through an IPO, people familiar with the company’s plans said in May.

Hancock, under pressure from activist investors

) including Carl Icahn, announced an initiative in
e our day IR WhAESMOVS - ary to return $25 billion to shareholders over two
Gotour o ity ot years, with as much as 7 billion coming from
divestitures. The CEO is focusing on improving
‘margins in the property-casualty operations that are
the core of his business, and has been scaling back in
regions where the company doesn't have significant
scale.

DontMiss Out — Follow Bloomberg On

ProfitGain

The mortgage guaranty business, led by CEO Donna DeMaio, contributed $350 million
of pretax operating income this year through June 30, compared with $302 million in
the first six months of 2015.

A representative for Arch and AIG’s Matt Gallagher didn’t immediately respond to
‘messages seeking comment. The Wall Street Journal reported earlier Monday on the
possibility of 2 deal with Arch.

‘Arch, the provider of commercial insurance, pushed into the business of backing home
loans in 2013 with an agreement to add assets from PMI Group Inc., which had been
battered by losses tied to the real estate crisis. Mortgage insurers cover losses for lenders
when homeowners default and foreclosure fails to recoup costs. Dinos lordanou, the
CEO of Bermuda-based Arch, previously worked at AIG.

United Guaranty was founded in 1963 and sold to AIG in 1981. The unit has rebounded
from the housing crash, when AIG was required to tap a Treasury Department line

e ‘within its rescue package to help restructure the operation.

ok Owerv

e e 0 AUDIO
it Arch advanced 0.6 percent to $75.24 at 1:43 p.m. in New York. AIG climbed 0.4 percent.
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its sights on insurance company American International Group, Inc.
(NYSE:AIG). John Paulson and one of Icahn's lieutenants even joined AIG's
Board of Directors earlier this year, obviously to influence strategic decisions
that would lead to a significant narrowing of the company's large discount to
accounting book value.

If you recall, Icahn started a public campaign against AIG and American
International Group's Chief Executive Officer Peter Hancock last year, calling
for a break-up of the insurance conglomerate into a property casualty
business, a life business, and a mortgage business. Hancock resisted such
demands for a break-up, but offered a gigantic capital return program of $25
billion and operating expense cuts as a way to return the insurance company
to sustainable profits.

How to pay for the capital return program?

Asset sales are one way for American International Group, besides dividends
from its subsidiaries, to pay for part of the $25 billion in cash that will be
returned to shareholders until the end of 2017.

American International Group on Monday said that it is selling its 100 percent
interest in United Guaranty Corporation, a private mortgage insurance
company, to Arch Capital in a cash-and-stock deal valued at $3.4 billion.
Businesswire detailed the financials of the transaction:

Total consideration for the transaction is $3.4 billion, consisting of $2.2
issued Arch perpetual preferred
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billion and operating expense cuts as a way to return the insurance company
to sustainable profits.

How to pay for the capital return program?

Asset sales are one way for American International Group, besides dividends
from its subsidiaries, to pay for part of the $25 billion in cash that will be
returned to shareholders until the end of 2017.

American International Group on Monday said that it is selling its 100 percent
interest in United Guaranty Corporation, a private mortgage insurance
company, to Arch Capital in a cash-and-stock deal valued at $3.4 billion.
Businesswire detailed the financials of the transaction:

Total consideration for the transaction is $3.4 billion, consisting of $2.2
billion of cash, $250 million of newly issued Arch perpetual preferred
stock, and $975 million of newly issued Arch convertible non-voting
common-equivalent preferred stock.

In lieu of receiving the perpetual preferred stock, AIG may elect to
receive up to $250 million in pre-closing dividends, subject to regulatory
approval, or Arch may provide additional cash consideration. In addition
to the $3.4 billion of total consideration, AIG will retain all mortgage
insurance business ceded under an existing 50% quota share agreement
between UGC and AIG subsidiaries for business originated from 2014
through 2016
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Ex-AlG Chairman Greenberg
Looks for Vindicationin N.Y.
Battle

by  Chris Dolmetsch
W ChrisDolmetsch

September 8, 2016 — 4:20 PM PDT f v »

P> Trialin New York’s fraud suit scheduled to begin next week

P> Greenberg alleged to engineer transactions to hide losses

Even at 91, former American International Group Inc. Chairman Maurice “Hank”
f Greenberg isn’t ready to quit fighting.

L 4 Greenberg scrapped with regulators and the Internal Revenue Service and beat the

federal government in what some called a no-chance suit. Now, he’s set to march into

state court in Manhattan to defend an 11-year-old lawsuit accusing him of using sham

transactions at AIG to hide the company’s financial troubles from shareholders. y
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Opening statements are scheduled for Tuesday.

The World War II veteran has stubbornly refused to settle, seeing the trial as an
[ 4 opportunity to redeem himself, more than a decade after he was pressured to resign
from the company that he built, over almost 40 years, into the world’s biggest insurer.

“He needs the vindication of this trial now,” Peter J. Henning, a law professor at Wayne
State University in Detroit who has followed the case, said in an interview. “He doesn’t
need the aggravation but I think he is looking for some measure of vindication, that he
should have been left in charge of AIG.”

Greenberg saw his reputation challenged as AIG settled regulatory probes following his
departure in 2005, and then again as the company almost collapsed in the 2008
financial crisis from losses on derivatives.

Greenberg Settlements

The insurer was wrong to resolve the legal cases and risk management at AIG faltered
under his successors, Greenberg has said. He and other AIG executives had agreed in
2009 to pay $115 million to settle shareholder lawsuits and $15 million to resolve a U.S.
Securities and Exchange Commission suit. There were no admissions of wrongdoing in
the settlements.

Those settlements should have ended the New York lawsuit over two re-insurance
transactions, Greenberg said. They didn’t, although the state abandoned some of the
claims in the May 2005 lawsuit filed by then-Attorney General Eliot Spitzer. v
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The state is no longer seeking damages to compensate shareholders. It now wants to bar

Greenberg and former AIG Chief Financial Officer Howard Smith from serving as

Don't Miss Out — Follow Bloomberg On

m

officers or directors of public companies and force them to give up more than $55
million that they received in bonuses.

Edward Evans, a spokesman for Boies Schiller & Flexner LLP, which represents
Greenberg, declined to comment on the case. In a pre-trial memo, Greenberg and Smith
said the attorney general can’t prove that either transaction was improperly accounted
for, that the defendants knew of any alleged impropriety or that the two deals were
material to AIG.

Meaningless Relief

“The court should ask itself why this case is being tried at all,” they said in the memo.
“The regrettable answer is that NYAG has lost all perspective of its role as New York
state’s chief legal officer. It has so become blinded in the pursuit of a perceived trophy
that it is prepared to rely on testimony that it knows to be false in an effort to obtain
relief that it knows to be meaningless.”

The lawsuit has survived three state attorneys general, numerous appeals and
unsuccessful attempts to remove the judge for alleged bias. The case will be decided by
the judge, not a jury.

“For years, Mr. Greenberg has financed a relentless campaign to dodge accountability
for his alleged half a billion dollar fraud,” Eric Soufer, a spokesman for New York

AIGdocx [Compatibi.
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Attorney General Eric Schneiderman, said in a statement. “Mr. Greenberg will now face

the same justice system as anyone else. We look forward to proving our claims in open
f court.”
L4 Greenberg to Testify
d

The state’s lawyers plan to call Greenberg to testify in the civil suit, according to court
papers.

“For him it’s a very personal battle -- he’s trying to preserve his legacy,” said Anthony
Sabino, a business professor at St. John’s University School of Law in New York who has
also followed the lawsuit. “An unintended consequence is he’s trying to teach a lesson
that private industry should be left alone, government intervention doesn’t work and
sometimes government prosecutions can take on a life of their own and come out to a
meaningless end.”

Greenberg still oversees an insurance operation through closely held Starr International
Co., which provides coverage for the aviation, construction and energy industries. He’s
not on the boards of any publicly traded companies, according to data compiled by
Bloomberg.

Soon after Greenberg stepped down as AIG’s CEO, company officials said one of its
transactions was improper, restated earnings by $3.4 billion and paid $1.6 billion to
settle claims by regulators. AIG didn’t admit or deny any wrongdoing.
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Martin Act
f Greenberg and Smith were then sued by Spitzer under the Martin Act, an almost Recommended

v century-old law that gives New York prosecutors wide powers to probe white-collar
crime. Spitzer was retaliating because the former chairman had accused him of
~» overreach in prosecutions, Greenberg claimed after the suit was filed.
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The lawsuit stems from two reinsurance transactions: a deal with Berkshire Hathaway
s . . L Recommended
f Inc.’s General Reinsurance Corp. used to reverse a decline in loss reserves at AIG, and an
agreement with CAPCO Reinsurance Co. Four former Gen Re executives and one from —
L 4 AIG were convicted of accounting fraud charges in 2008 but won reversals in 2011.
Federal prosecutors agreed to drop the charges in 2012 under deferred-prosecution
agreements after the former executives admitted “aspects” of the Gen Re deal were

fraudulent.

Meanwhile, Greenberg sued the U.S. government over the 2008 bailout of AIG, claiming
the company’s equity was wrongfully taken. Initially, Credit Suisse Group AG analysts
put his chances of winning at 1in 10.

Instead, after his lawyer David Boies hauled Ben Bernanke, Henry Paulson and Timothy
Geithner to the witness stand, the trial finished with a ruling in Greenberg’s favor.

Still, his Starr International is appealing. Although the judge found the bailout was
illegal, he didn’t award the $40 billion in damages that Greenberg had sought. The court
said he wasn’t entitled to compensation because, if not for the rescue, AIG likely would
have filed for bankruptcy.

In an interview with Bloomberg last year, just after his 90th birthday, Greenberg was
asked if he’s mellowed with age. He called for an end to the interview.

Before it's here, it's on the Bloomberg Terminal. O LEARN MORE
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By EDLEEFELDT MONEYWATCH = September 13, 2016, 6:00 AM

Does "shadow insurance”
lead to dangerous debt
deals?
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Yogi Berra probably wasn’t thinking about insurance when he said, “It’s like deja n etW O r |<
vu all over again.” But he could have been.

In 2008, trillion-dollar insurer American International Group’s (AIG) house of « Check that all networ
cards collapsed with a thud and -- along with phony mortgages -- helped send the

U.S. spiraling into recession. * Verify that airplane r

* Make sure your wirels
Now some regulators and consumer advocates are challenging a concept known as

“shadow insurance.” It allows life insurers to take massive amounts of debt off

their books and transfer it to wholly owned “captives,” which are in reality

just units of the company, in return for “parental guarantees” to pay those Watch CBSN Live
subsidiaries if they get into financial trouble.

* See if you can conne:

More Man-Made Quakes
Expected To Shake Oklahoma

The problem: Those arrangements -- and there are
lots of them -- are kept secret. Only the insurer
and the insurance department in the state where
the deal was worked out know what the terms are.

Sharon Osbourne Opens Up
About Breakdown

Steve Weisbart, chief economist for the Insurance
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policies don't pay “We are worried,” said Weisbart. “These

Trump Makes Rebuttal To

transactions are not publicly inspected. You can’t
'Deplorables’ Remark

find the assets. And this secrecy creates anxiety.”

It could also create anxiety for those who have term life insurance policies (which
expire after a set number of years) and universal life insurance (which are
sometimes used to transfer assets to the next generation), especially if the
insurance companies following this practice don’t have enough in assets to pay off
their obligations.

Trump Camp Slams Clinton
For 'Deplorables' Remark

Shadow insurance isn’t legal in many states. In New York, where AIG’s crash still Latest Features
lingers, former New York Insurance Regulator Benjamin Lawsky warned in 2013
that shadow insurance amounted to “financial alchemy” and was “reminiscent” of
practices that contributed to the 2008 financial crisis.

F.i"" Solong, wage stagnation:
American incomes jump 5.2%

And Lawsky isn’t alone. Two federal monitoring groups formed after the 2008
crash, the Financial Stability Oversight Council and the Office of Financial
Research (OFR), have harshly criticized shadow insurance deals.

U.S. stocks plunge amid global
oil glut

.

“They can cloud ... an insurer’s financial positions

' LIFE INSURANCE  and create blind spots in the monitoring of threats Oll supply will keep outrunning

demand into 2017

2 TYPES to financial stability,” the OFR warned in a report
earlier this year.
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policies and procedures requiring monitoring for “reverse churning.” By Mich},’e, Best & F,,-;-‘dm LLP Y B

Reverse churning generally refers to the practice where a client is

charged an inclusive wrap fee that covers all advisory services and - [l R SEC Emphasizes Need for Documentation o] Need skilled
trading costs even though the client trades infrequently. As the order i xhykSlgnlﬁcam Deficiency is not a Materia) accounting
explains, a wrap fee account may not be in the best interest of a client (EEAUIHELLES By%,;ﬁ's,_sewis & Bockius LLP professionals
with minimal or no trading activity as compared to a non-wrap fee

account or brokerage account where the client would otherwise pay Department of Justice Targets Nursing Fray fast?

with New Task Forces

trading costs as incurred but a lower fee in a non-wrap account or no advisory fee in a brokerage account. The By Polsinelli PC

Firms were required under their advisory compliance policies and procedures to review “inactive” wrap fee
accounts to ensure that such accounts remained in the best interest of advisory clients with minimal trading
activity. However, the order states that during the course of examinations conducted by the SEC’s office of
Compliance Inspections and Examinations it was discovered that there had been several periods, ranging from 3
months to 18 months, when there was a lapse in inactive account reviews.

As a result of the foregoing conduct, the SEC found that the Firms violated Section 206(2) of the Advisers // ”l.
Act, which prohibits an investment adviser from engaging in any fraud or deceit upon any client or prospective
client. The SEC also found that the Firms violated Section 206(4) of the Advisers Act and Rule 206(4)-7
thereunder, which requires a registered investment adviser to adopt and implement written compliance policies
and procedures reasonably designed to prevent violations of the Advisers Act and the rules thereunder. In

Learn the
Advantages of

addition, as a result of the inadequate disclosure concerning mutual fund share class selection and the related VIRTUAL

conflict of interest, the SEC found that the Firms violated Section 207 of the Advisers Act, which makes it PROTOTYPING AND
unlawful for any person willfully to make any untrue statement of a material fact in any registration application DYNAMIC LOAD

or report filed with the SEC or willfully to omit to state in any such application or report any material fact which ANALYSIS

is required to be stated therein.
Download FREE Whitepaper

The Firms consented to the SEC’s order without admitting or denying the findings that they violated
Sections 206(2), 206(4) and 207 of the Advisers Act and Rule 206(4)-7 thereunder. Pursuant to the terms of the
order, the Firms agreed to retain an independent compliance consultant to conduct a comprehensive review of
their policies and procedures. The Firms also agreed to pay disgorgement and prejudgment interest of slightly
more than $2 million, as well as a civil monetary penalty of $7.5 million.

[i1 Accountemps:

A Robert Half Comparty

The SEC order is available at: https://www.sec.gov/litigation/admin/2016/34-77362.pdf.
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force the Iowa Insurance Division to disclose documents related to eight shadow
insurance transactions Transamerica has done in Iowa, warning that they could
“adversely affect the interests of shareholders, policyholders and taxpayers.” No
date has been set for a hearing.

“Towa’s limited-purpose insurer statute and regulation is not in the shadows,”
responded Chance McElhaney, communications director of the Iowa Insurance
Division. “Adopted in 2010, the legislation established a pragmatic approach to
address the nationally recognized problem of excess reserves related exclusively to
term insurance and universal life insurance with secondary guarantees.”

“As with all insurers, specific documents are afforded statutory confidential
treatment, and this is also true of limited-purpose subsidiaries,” he said,
adding that senior staff at the Iowa Insurance Department reviewed all filings.

Shadow insurance makes a life insurer more competitive. A paper published by the
Federal Reserve Bank of Minneapolis in May showed that the amount ceded to
captives by parent insurers had grown to $364 billion in 2012 from $11 billion a
decade ago. The result: Life insurers were able to reduce the price of their policies
by 10 percent and, coincidentally, give their executives raises.

© 2016 CBS Interactive Inc.. All Rights Reserved.

Comment / ¥ Share Tweet Stumble / @ Email

Ed Leefeldt

Ed Leefeldt is an award-winning investigative and business journalist who has worked for
Reuters, Bloomberg and Dow Jones, and contributed to the Wall Street Journal and the New
York Times. He is also the author of The Woman Who Rode the Wind, a novel about early
flight.
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Trial Begins for Maurice Greenberg, Ex-A.I.G. Chief Accused of Fraud
oy RaNDALL 5577 13206 0000 [

The 11-year-old accounting fraud case against the former American EX

International Group chief executive Maurice R. Greenberg finally came to GREATS

#BORNINBROOKLYN

trial on Tuesday in a state courthouse in Lower Manhattan.

A senior New York State trial counsel, David N. Ellenhorn, said that while
defense lawyers had used “delaying tactics,” including seven pretrial

appeals, “the day of reckoning” had finally arrived for Mr. Greenberg, who is
known as Hank, and A.LG.’s former chief financial officer, Howard L. Smith.

The civil case, filed in May 2005 by former New York Attorney General Eliot
Spitzer, accused the men of orchestrating sham transactions aimed at
bolstering A.LG.s financial statements by inflating reserves and hiding

insurance losses by converting them into investment losses.

“The time has come,” Mr. Ellenhorn said on Tuesday, “for Mr. Greenberg
and Mr. Smith to now be held responsible.”

While critics have urged the state’s current attorney general, Eric T.
Schneiderman, to drop the charges because the men have settled other
lawsuits making similar claims — or because of Mr. Greenberg’s age, 91 — THE ROYALE

Mr. Ellenhorn said a guilty verdict was needed to “send a message to the NERO

C.E.O.s of other companies” that “you can’t o this sort of thing.”
.
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Mr. Greenberg, seated in court on Tuesday next to his lawyer, David Boies,
alternately scowled and smiled during the proceedings. While he declined to
comment on the substance of the case, afterward he told reporters on the
courthouse steps, “It went well.” Asked about his thoughts were during Mr.
Ellenhorn’s 55-minute opening statement, Mr. Greenberg said he was at
times thinking about his own plans to depart later in the day on a trip to
Argentina.
In his opening for the defense, Mr. Boies said there was FROM OUR ADVERTISERS
no evidence that Mr. Greenberg knew there was anything WEAR
) . N The Wear App Has Arrived
improper about the transactions, adding that they were See Japan’s coolest new fashion export.
not material to A.I.G.’s earnings or book value. “This case
is devoid of any admissible evidence that ties Mr. PHILIPS
Greenberg to anything that was improper in either of Avoiding Middle-Age Heartbreal
T, . How one engineer pursued his dream,
these transactions,” he said. one caty step st a e,
The case centers on a reinsurance deal A.I.G. struck with ADOBE
. ) X . Ads You Won’t Want to Skip
General Reinsurance Corporation. The first transaction Wyt o the fture il bt more fun
ively i > illi and relatable.
Maurice Greenberg, American effectively increased A.I.G.’s reserves by $500 million at a
International Group’s former time when analysts were watching whether the company R
CEO. - Ny o X
o e was bleeding down its reserves to help lift its earnings. Tn 15 Your Diet Gut-Friendly?
the second transaction, A.L.G. is accused of using a How probiotic-rich foods can help
regulate your digestion.
supposedly independent offshore reinsurer to convert
insurance losses into investment losses even though A.L.G. controlled the
offshore vehicle.
While hearsay evidence was allowed at earlier stages in the case, Mr. Boies
v

said on Tuesday, “What matters now is what the physical evidence shows”

docx [Compatibi.





image70.png
(:><> & httpy//wwwnytimes.com/2016/09/14/business/dealbook/trial-begins-for-maurice-greenberg-ex-aig-chief-accused-of-fraudhtmi?_r=0 + @ & ‘ @ Trial Begins for Maurice .. % | WSJ Spitzers Trial Against Hank ‘EUPDATE 1-Former AIG chief. ‘ ‘ Ak L
File Edit View Favorites Tools Help
= & Q DEALBOOK | Trial Begins for Maurice Greenberg, Ex-A.LG. Chief Accused of Fraud o o @ o L\ A
e DEAL PROFESSOR PAID PoST: PHILIPS S Britain's New 5-Pound
k Trial Begins for Maurice %" Bridgewater Manager Ray Fed Proposes Ban on Robert E. Allen, 81, Di Simple Steps to Take Control o Note Is Chewable,

Dalio Defends His Firm's
‘Radical Transparency’

Merchant Banking, a
Practice With Little Risk

Greenberg, Ex-ALG. Chief
Accused of Fraud

regarding “what Mr. Greenberg actually did and actually knew.” He said it
was General Re executives who actually designed the structure of the

reinsurance deal.

State Justice Charles E. Ramos, who has presided over the case from the
start, allowed Mr. Ellenhorn to proceed with only a few questions, but he
interrupted Mr. Boies a half-dozen times. At one point, he reminded Mr.
Boies that the state’s case rested partly on the impact of the General Re

transactions on A.LG.’s stock price, not its earnings or book value.

Mr. Boies raised defense allegations that Mr. Spitzer had it in for Mr.
Greenberg in pursuing the case against A.LG., based on an affidavit from
Mr. Spitzer’s predecessor, Dennis C. Vacco. But Mr. Ellenhorn objected,
saying that Justice Ramos had already ruled that such issues were not part
of the case.

Before this trial phase, Justice Ramos had ruled in favor of the state on one
of the charges, but was overturned on appeal, and the defense

unsuceessfully sought to remove him from the case.

In a trial expected to last into 2017, the state is seeking damages of more
than $50 million, based on the size of bonuses Mr. Greenberg and Mr.
Smith received after the transactions in question. It also wants to bar them
from serving in the securities business or as officers or directors of a public

company.

Seeking to counter the state’s claim for the defendants’ past compensation,
Mr. Boies noted that company officials had praised Mr. Greenberg’s record
for building

Led an AT&T in Transition

of a Healthier, Happier Life ~ PHILIPS (P4 Washable and Harder to
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Spitzer’s Trial Against Hank Greenberg Finally Begins

The former AIG CEO's trial gets under way 11 years after Elliott Spitzer, New York Attorney General at the time, filed suit
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Maurice ‘Hank’ Greenberg, former chairman of American International Group Inc., right, exits New York Supreme Court Tuesday. PHOTO.
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By LESLIE SCISM ‘® 5 COMMENTS
f Sept. 13, 2016 6:23 p.m. ET
v Maurice R. “Hank” Greenbers, the prominent insurance executive who transformed
= American International Group Inc. into a global powerhouse, is finally on trial.
* Eleven years ago, Eliot Spitzer, New York Attorney General at the time, filed a financial-
O fraud civil-court lawsuit against Mr. Greenberg. What followed was a decade of delays,
new attorneys general and a narrowing of the accusations. Starting Tuesday, the
)

government began trying to prove Mr. Greenberg approved two financial maneuvers

between 2000 and 2003 aimed at duping shareholders into believing AIG’s core

insurance operating results were better than they were.

Mr. Greenberg arrived at New York Supreme Court in Manhattan moments before the
opening arguments got under way and took a seat at the large table his lawyers share with
the state at the other end. For much of the time, he leaned back without moving, hands
clasped in front. During a break, he scrolled his cellphone for messages and made a phone
call.

After leaving the courtroom, he said in a brief interview: “I’'ve been thinking about this

for 11 years. It went well.”

In the opening statements in the civil lawsuit, state senior trial counsel David Ellenhorn
said the former AIG chief executive had “designed, created, negotiated and implemented

every aspect” of the transactions to bolster the company’s stock price.
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: Mr. Ellenhorn said a ban on Mr. Greenberg serving as a public-company officer or iPhone 7 Reviews A
director, as the state is seeking, would have “a deterrent effect” on CEOs of other Fix for Your iPhone
v companies and prove that “you cannot manipulate the books of your company” and get Anxiety
- away with it.
= Most Popular Articles
* David Boies, Mr. Greenberg’s longtime lawyer, responded in his opening statement that

Opinion: Congress
the state “doesn’t have a single witness to testify,” nor does it have documents, to link his Can Save the

client to the purported wrongdoing. Internet o=

M Opinion: The Black
If found liable by Judge Charles Ramos in the nonjury trial, the 91-year-old could be Body Count Rises as
N ordered to forfeit past bonuses totaling millions of dollars, plus interest, and be g“i?g" Police Step
ack @=
barred from the securities industry as well as from serving as a public-company officer or
director. Also named as a defendant is former AIG Chief Financial Officer Howard Smith, Opinion:
NeverTrump for
71 years old, who faces the same potential sanction. Dummies o=
The two claims that will be dissected in coming days are what remains of a wide-ranging iPhone 7 Review:
The Anti-Anxiety
civil suit filed by Mr. Spitzer in 2005, in one of his highest-profile moves just before his iPhone o=
successful run for New York governor in 2006.
Apple’s New
AirPods May Look
The original suit alleged nine different maneuvers by the former AIG chieftain to elevate Weird, but They

the share price, and the state early on sought $6 billion in damages. Mr. Spitzer’s 2005 Work Great =

probe led to Mr. Greenberg’s resignation. In 2008, Mr. Spitzer resigned as governor ina

sex scandal involving prostitutes, less than two years after taking office.

The state narrowed the case against Mr. Greenberg over the years and gave up an earlier
demand for $6 billion in damages after a federal judge in 2013 approved a settlement
of class-action litigation filed by AIG shareholders. That $115 million settlement mooted

the multibillion-dollar damage claims in the state’s lawsuit.
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Beginning Wednesday, the state’s lawyers are expected to call the first of about 10
witnesses, most of them people who worked at AIG for Mr. Greenberg when the alleged
wrongdoing occurred, according to trial-preparation materials for the case reviewed by

The Wall Street Journal.

The defense’s list of potential witnesses is far longer than the state’s, its trial-preparation
documents show, with more than two-dozen fact witnesses—mostly AIG veterans—and

10 experts to possibly take the stand.

The state maintains Mr. Greenberg, in one of the alleged accounting frauds, initiated a
transaction with Berkshire Hathaway Inc.’s General Re unit to help AIG improperly
boost its claims reserves in 2000 and 2001 by about $500 million, misleading investors
about the amount of losses that AIG could absorb. Berkshire isn’t named as a defendant

in the lawsuit.

The other transaction at issue allegedly was designed to mischaracterize underwriting
losses in an auto-warranty business as capital losses. Insurance investors closely watch
underwriting results as core to a company’s operations. The state alleges Mr. Greenberg
enmeshed himself “to an extraordinary degree” in aspects of how the auto-warranty

losses could be mitigated.

The warranty program was part of U.S. operations overseen by his son Evan Greenberg,
when he worked at AIG. Evan Greenberg, who left AIG in 2000 and now is chairman and
chief executive of Chubb Ltd., has never been accused by the Attorney General’s office of

wrongdoing in the auto-warranty matter.
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(Adds details from court)

By Karen Freifeld ~

Opening arguments began on Tuesday in the trial of former American International Group Inc G215

chairman Maurice "Hank" Greenberg over accounting fraud at the insurance giant some 16 years
ago.

Greenberg, 91, is facing civil charges from the New York Attorney General's Office of orchestrating
a$500 million transaction to inflate the insurer's reserves and a $200 million transaction to hide
undenwriting losses. Former AIG Chief Financial Officer Howard Smith is also named as a
defendant.

The two men “designed, created, negotiated and implemented every major aspect" of the two
fraudulent transactions in the case, Assistant Attorney General David Ellenhorn said in his opening

statement.

Greenberg, who sat at the defense table in New York state court in Manhattan, is expected to

|

testify during the trial. e
fy g — ‘r__
o - . $8770

David Boies, Greenberg's lawyer, said in his opening that the attorney general's office would not be i |

able to prove any wrongdoing. mmFee, Delivery and Installation! vy

“This case is devoid of any admissible evidence that ties Mr. Greenberg to anything improper in

either of these transactions," Boies said. TRENDING STORIES

Vincent Sama, who represents Smith, will give his opening on Wednesday.
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The case, filed by then-New York Attorney General Eliot Spitzel

UPDATE 1-Former AIG cf

2005 and continued by Attorney

General Eric Schneiderman, did not go to trial for more than a decade, due to legal wrangling that
twice made its way to the Court of Appeals, the state's highest court.

Greenberg nearly settled the case in 2008 with a $100 million gift to charity, Boies told Reuters on
Monday, but the market crashed that September along with the value of Greenberg's AIG stock

holdings.

Damages were dropped from the case in 2013 after Greenberg and Smith entered into a $T15

million settlement with AIG shareholders, but Schneiderman wants to claw back millions in

bonuses, plus interest, paid to the defendants during the period the alleged fraud took place.

Ellenhorn said on Tuesday the state was seeking $46 million from Greenberg and $6 million from
Smith, subtracting around $16 million the two paid in a 2009 settlement with the U.S. Securities
and Exchange Commission over the improper accounting.
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The case is People v Greenberg et al, New York State Supreme Court, New York County No.

The attorney general also is seeking to bar the executives from serving as
officers or directors of public companies.

Justice Charles Ramos of New York state court in Manhattan will decide the
non-jury case, which may run into early next year with breaks between trial
dates.

"My fear is at the end of this trial | will know more about reinsurance than |
ever wanted," the judge quipped.

Leaving court on Tuesday, Greenberg told Reuters the case "never should
have gotten to this point," but that it would be good "to set the facts out."

The defendant, who is still the head of C.V. Starr, a private insurance
company, said he was about to fly to Argentina for a conference.

Greenberg led AIG for four decades before he was ousted in 2005. The
following year, AIG paid $1.64 billion to settle federal and state probes into
its business practices.
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MetLife said in January that it would divest a large piece of its U.S. life-insurance unit. PHOTO: KRIS TRIPPLAAR//SIPA USA/ASSOCIATED PRESS
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Former CEO of American Intemational Group Inc., Maurice "Hank" Greenberg, (C) leaves a building in downtown New York after being deposed
by the Attorney General's office March 10, 2010.
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By Karen Freifeld | NEW YORK

More than a decade after he was sued over accounting fraud, former American International Group
Inc Chairman Maurice "Hank" Greenberg on Tuesday took the witness stand to defend himself,
repeatedly describing one claim against him as "only a small part" of the insurer's business.

TRENDING STORIES

OPEC agrees modest oil output curbs

in first deal since 2008
Greenberg, 91, is on trial on civil charges brought in 2005 by then-New York Attorney General Eliot

Spitzer. He is accused of orchestrating sham transactions at the insurer to conceal financial N -

Congress rejects Obama veto, Saudi
difficulties from shareholders. The case did not go to trial for more than a decade because of legal September 11 bill becomes law
wrangling.

Two children, teacher shot at South
Greenberg, a World War Two veteran, wore a dark suit with a French Legion of Honor pin on his Carolina school; suspect in custody

lapel. He sounded sharp and appeared composed in a Manhattan courtroom as he recalled being

advised of problems with an auto warranty program in the late 1990s. The program was projected Oil soars 6 percent as OPEC reaches
to lose hundreds of millions of dollars. deal to limit output in November
"This was a non-event for AlG," Greenberg testified. "We did business in 137 countries." OPEC agrees to limit oil output at 32.5

million barrels per day
Still, Greenberg admitted to personal involvement the program, which fell under his son Evan's

business line. "l was trying to teach a lesson to some managers," he testified.

The lawsuit, which is being pursued by New York Attorney General Eric Schneiderman, will be
decided by a judge without a jury. EDITOR'S PICK

Greenberg is accused of engineering a $200 million transaction to hide underwriting losses from
the auto-warranty program. The lawsuit also claims that he designed a $500 million transaction to
inflate the insurer's reserves.

Greenberg, who was ousted from AIG in 2005, is still in the insurance business as head of C.V.
Starr, a privately held company.
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the auto-warranty program. The lawsuit also claims that he designed a $500 million transaction to
inflate the insurer's reserves.

Greenberg, who was ousted from AIG in 2005, is still in the insurance business as head of C.V.
Starr, a privately held company.

Schneiderman is seeking to bar Greenberg and his co-defendant, former AIG chief financial officer
Howard Smith, from the securities industry and from serving as officers or directors of public
companies. LIVE: Election 2016

He also is seeking to recoup more than $50 million from bonuses paid to the executives. The
attorney general was forced to drop damages claims after a 2013 shareholder settlement.

VA Refi Rates are

Home Depot Inc (HD.N) co-founder Kenneth Langone, a Spitzer foe, came to court on Tuesday to Down
support Greenberg, a friend.

Qualify for Your VA 2016
Langone called the case a "waste of taxpayer money," and said it had been "born of raw political Refinance. VA Refinance Rates -
ambition" by Spitzer. Takes 1 Min!

Greenberg's testimony continues on Wednesday. The trial, which is not

ALSOIN BUSINESS NEWS taking place every day, may run into early 2017. -
OPEC agrees modest oil output

curbs in first deal since 2008

Oil soars 6 percent as OPEC
reaches deal to limit output in

November

Greenberg led AIG for four decades before he was forced out. The following
year, the insurer paid $1.64 billion to settle federal and state probes into its

business practices. SPONSORED TOPICS

The case is People v Greenberg et al, New York State Supreme Court, New

York County No. 401720-2005. # Betterment

The largest automated

(Reporting by Karen Freifeld; Editing by David Gregorio)
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G reen berg cites NEW YORK (Reuters) - Maurice "Hank" Greenberg, the 91-year-old former chairman of
I former American International Group Inc <AIG.N>, said at his fraud trial that he never Recently Viewed >
awye rs! would have considered doing a transaction that failed to pass muster with the insurer's s Change ¥
accountants in fawyers and accountants. Your dont have any symbols i s st
fra ud defense Greenberg defended himself during his second day of testimony over two allegedly
sham transactions. The trial finally got under way this month after more than 11 years of
reurens - September 28, 2016 pursuit by three New York attorneys general.
t He is accused of engineering a $500 million transaction to inflate AIG's reserves, and a
$200 million transaction to hide underwriting losses from the auto-warranty program by
f converting them into investment losses.
v The day's questioning focused on the poorly performing auto-warranty program. The
state claims AIG structured and invested in an offshore vehicle known as Capco to
= offload the losses.

"The concept of converting underwriting losses to investment losses was intriguing,”

Greenberg said in the Manhattan courtroom on Wednesday.

But he said he would only consider using the vehicle after the lawyers and accountants
signed off on it. "It had to pass muster."

At the same time, under questioning by Assistant New York Attorney General David
Nachman, Greenberg said he did not know if anyone asked for an opinion from an
accounting or law firm about the propriety of the transaction.
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Nachman also offered evidence that Greenberg sent Joseph Umansky, head of AlG's Robert Shiller: There's ‘always reason to worry’

special reinsurance operations, to the head of AlG's private bank in Switzerland to find about a coming collapse in housing
outside investors for the offshore entity. The attorney general views the investors as Seana Smith
straw men.

Greenberg led AIG for four decades before he was forced out in 2005. The following
year, the insurer paid $1.64 billion to settle federal and state probes into its business
practices.

He still works in the insurance business as head of C.V. Starr, a privately held
company.

Revealed: 18 Facts About People That Drive

If Greenberg is found liable, New York Attorney General Eric Schneiderman is seeking Manuall

to bar him and his co-defendant, former AIG chief financial officer Howard Smith, from o

the securities industry and from serving as officers or directors of public companies.

Schneiderman also is seeking to recoup more than $50 million from bonuses paid to the
executives. The attorney general was forced to drop damages claims after a 2013
shareholder settlement.

Greenberg's testimony continues on Thursday. The trial, which is not taking place every
day, may run into early 2017.

The case is People v Greenberg et al, New York State Supreme Court, New York You Do Not Want to Be On the Radar of the IRS
County No. 401720-2005. Wealth Squad

Bloom

(Reporting by Karen Freifeld; Editing by David Gregorio)
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f MetLife Inc. is expected to plow ahead with a plan to split up even after a court
victory Wednesday rescinded the life insurer’s designation as a systemically important

v financial institution.
=
The insurer said in January that it would divest a large piece of its U.S. life-insurance
* unit. That “was a business decision, made strictly on business grounds,”” said one person
0y familiar with the situation.
P8 “There’s a clear timetable” for the divestiture, and MetLife officials expect “it will

proceed as planned,” the person said.

READ MORE After the financial crisis, the federal

government gave the systemically important

MetLife Wins Bid to Shed
“Systemically Important’ Label
The MetLife SIFI Victory Could Delay financial institutions that it said could pose a
New Rules For Asset Managers threat to the stability of the U.S. if they failed.
‘What You Need to Know About SIFIs Firms with the label are subject to stricter
Unlike Rival MetLife, AIG Not
Shunning STFT Tag (Jan. 26)

Prudential Ties Escape From Risk Tag
to Outcome of MetLife Suit (June 3)

designation to a number of banks and other

oversight from the Federal Reserve, though the
rules governing nonbank SIFIs like MetLife

have yet to be written.

MetLife fought the distinction for more than a
year and outlined the sale plans in January

partly in a bid to ease some of the capital burden it was expected to face.
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