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SALUTATION

January 12, 2009

Honorable Karen Weldin Stewart, CIR-ML
Insurance Commissioner
State of Delaware
841 Silver Lake Boulevard
Dover, Delaware 19904

Dear Commissioner:

In compliance with instructions and pursuant to statutory provisions contained in

Certificate of Authority Number 08-021, an examination has been made of the affairs, financial

condition and management of

American International Insurance Company of Delaware

hereinafter referred to as the “Company” or “AIICD”, incorporated under the laws of the State of

Delaware. The examination was conducted at the principal offices of the Company, located at

One AIG Center in Wilmington, Delaware.

The report of examination thereon is respectfully submitted.
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SCOPE OF EXAMINATION

The last examination was conducted as of December 31, 2003 by the Delaware Insurance

Department. This examination covers the period of January 1, 2004 through December 31, 2007,

and consisted of a general survey of the Company’s business policies and practices; management,

and any corporate matters incident thereto; a verification and evaluation of assets and a

determination of liabilities. Transactions subsequent to the latter date were reviewed where

deemed necessary.

The format of this report is designed to explain the procedures employed on examination

and the text will explain changes wherever made. If necessary, comments and recommendations

have been made in those areas in need of correction or improvement. In such cases, these matters

were thoroughly discussed with responsible officials during the course of the examination.

The general procedure of the examination followed the rules established by the National

Association of Insurance Commissioners’ (NAIC) Financial Examiners Handbook Committee

and generally accepted examination standards.

In addition to items hereinafter incorporated as a part of the written report, the following

were checked and made a part of the workpapers of this examination:

Officers, Employees and Agents
Welfare and Pension Plans
Corporate Insurance
Conflict of Interest Statements
All Asset and Liability Items not mentioned

HISTORY

AIICD was incorporated in the State of Delaware on September 21, 1989. AIICD is a

wholly owned subsidiary of AIG Property Casualty Group, Inc. (AIG PCG), which is a direct
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wholly owned subsidiary of American International Group, Inc. (AIG). The ultimate parent is one

of the largest property-casualty, life insurance, and financial services holding companies in the

world. On December 29, 2006, as part of a reorganization of AIG’s domestic property-casualty

insurance operations, AIG contributed 100% of the Company’s Common Stock to AIG PCG, a

Delaware corporation and direct wholly-owned subsidiary of AIG. Prior to December 29, 2006,

the Company was a direct wholly owned subsidiary of AIG. The ownership change had no effect

on the Company’s operations. Since beginning operations, the Company has primarily written

personal lines auto insurance and 100% of the business has been written in New Jersey.

The Company’s business is administered by AIG Marketing, Inc. (AIGM), an affiliate.

According to terms of a managing general agreement, the Company pays AIGM a monthly

commission on premiums written for marketing, sales, underwriting and administrative services

provided to the Company. The Company also reimburses AIGM for claims handling expense.

CAPITALIZATION

The following changes occurred in the capital accounts since the previous examination as

reported in the Company’s Annual Statements and prior to the examination financial

adjustments.

Policyholders’ Surplus as of December 31, 2003 $ 24,920,718
Net Income:

2004 $ 5,301,579
2005 13,523,251
2006 1,385,432
2007 125,657

Net Income- Exam Period 20,335,919



American International Insurance Company of Delaware

4

Change in Net Deferred Income Tax:
2004 $ 1,222,778
2005 908,609
2006 (89,354)
2007 (213,821)

Change in Net Deferred Income Tax- Exam Period 1,828,212

Change in Nonadmitted Assets:
2004 $ (539,043)
2005 (182,577)
2006 (36,184)
2007 (1,125,168)

Change in Nonadmitted Assets- Exam Period (1,882,972)

Net Change in Capital and Surplus $ 20,281,159
Policyholders’ Surplus as of December 31, 2007 $ 45,201,877

The Company's Certificate of Incorporation authorizes the issuance of 5,000 shares of

Common Stock at a par value of $1,000. These shares were all issued and held by AIG PCG.

DIVIDENDS TO STOCKHOLDERS

There were no dividends issued to stockholders during the examination period.

HOLDING COMPANY SYSTEM

AIICD is a member of an Insurance Holding Company as defined in Section 5001 of the

Delaware Insurance Code. Registration statements have been filed with the State of Delaware as

required. American International Group, Inc. (AIG) is named as the ultimate controlling person

of the Holding Company System. AIG financial highlights as of December 31, 2007 were as

follows (in millions):

Total Assets $1,060,505
Revenue 110,064
Net Income 6,200
Stock holders Equity 95,801
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See the “Subsequent Events” section of this report for significant disclosures regarding

events at the AIG level in 2008.

The management and affairs of AIICD, along with fourteen (14) other companies, are

controlled/managed by AIG Marketing, Inc, The AIGM Companies, except AIICD, collectively

comprise the AIG Personal Lines Pool.

Effective January 1, 2008, AIICD became a member of the Personal Lines Pool. Refer to

the “Subsequent Events” section of this report for additional comments.

MANAGEMENT AND CONTROL

The affairs of the Company shall be managed by a Board of Directors. The Board can set

the number of directors, as long as the number is at least 7. The Directors are elected by the

Shareholders at the annual meeting but need not be Shareholders to qualify as Directors.

The Company’s Board of Directors consisted of the following members as of December

31, 2007:

Name Primary Occupation
Merton B. Aidinoff Outside Director, retired
Anthony J. DeSantis President, CEO
Esta L. Cain Senior Vice President, General Counsel
Lucille N. Evans Senior Vice President
Michael F. Long Senior Vice President
William D. Loucks, Jr. Senior Vice President
Cecilia E. Norat Director of State Relations AIG, Inc.
Glenn A. Pfeil CFO, Executive Vice President, Treasurer
Anthony P. Pavia Jr. Senior Vice President
James A. Porcari, III Senior Vice President
Donald W. Procopio Senior Vice President, Chief Actuary
Charles E. Willamson President, AIG Private Client Group

Note: All the Directors of AIICD are part of the AIG Personal Lines Division (PLD)
management team except for Merton Aidinoff (outside director, retired partner of Sullivan and
Cromwell) and Cecilia Norat who is Director of State Relations for AIG Corporate.
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The following officers were elected and serving as of December 31, 2007:

Name Title
Anthony J. DeSantis President, CEO
Glenn A. Pfeil CFO, Executive Vice President, Treasurer
Esta L. Cain Senior Vice President, General Counsel
Michael J. Cassenego Senior Vice President and General Counsel, Personal Lines

Division
Allen Lew Senior Vice President
Michael F. Long Senior Vice President
William D. Loucks, Jr. Senior Vice President
James A. Porcari, III. Senior Vice President
Donald Procopio Senior Vice President, Chief Actuary
Michael A. Boyd Vice President
Charles H. Dangelo Vice President
Ronald B. Laconi Vice President
Nancy L. Manzano Vice President
Anthony W. Tomich Vice President
Elizabeth M. Tuck Secretary
Anne M. Cinquegrana Asst. Secretary
Sarah L. Hosker Asst. Secretary
Susan D. Hutchenson Asst. Secretary
Gregory J. Manderlink Asst. Secretary
Kimberlie S. Pezzuto Asst. Secretary
Robert McLaughlin Controller

The Board of Directors approves investment transactions of the Company; however it

was noted that the Board had not approved investment guidelines. The Board of Directors is

ultimately responsible for the Company and should, periodically, provide guidance to the

investment manager. Therefore, the following examination recommendation is being made:

It is recommended the Company initiate procedures to have the Board of Directors
approve the investment policy guidelines.

Note: The Company advised the examiner that the Board of Directors approved investment
guidelines at its November 24, 2008 Board Meeting.

CORPORATE RECORDS

The Company was incorporated on September 21, 1989 under the laws of the State of

Delaware and was licensed to transact business.
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The Certificate of Incorporation was amended once during the examination period. On

August 17, 2007 the Company's registered office of the Corporation in the State of Delaware was

changed to One AIG Center Wilmington, Delaware 19803. The examination reviewed all

minutes of the Board of Directors and Shareholder meetings.

As of December 31, 2007 the Company's bylaws are in compliance with the Delaware

Insurance Code. The bylaws were adopted as of September 22, 1989 and were amended twice

during our examination period.

GROWTH OF COMPANY

The following financial information shown below reflects the growth of the Company for

the period under examination as reported by the Company in its filed Annual Statements:

Admitted Policyholders Premiums Net Underwriting
Year Assets Surplus Written Gain / (Loss) Net Income

2003 $101,519,829 $24,920,718 $ 74,303,559 $ (460,003) $ 1,652,288
2004 129,385,613

30,834,032
95,228,370 3,095,459 5,301,579

2005 175,942,250
45,155,315

126,848,023 13,077,691 13,523,251

2006 198,024,636
46,415,209

130,299,801 (6,359,277) 1,385,432

2007 197,381,204
45,201,877

122,111,309 (10,458,934) 125,657

Change from 2003 $ 95,861,375 $ 20,281,159 $ 47,807,750 $ (9,998,931) $ (1,526,631)

These amounts are prior to any proposed examination adjustments.

As indicated, the Company suffered underwriting losses in 2006 and 2007 but reported

positive Net Income for all four years of the examination period. Going forward, the Company’s

net results will be impacted by entry to the Personal Lines Pool effective January 1, 2008.
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TERRITORY AND PLAN OF OPERATION

The Company is authorized to transact the insurance business of Private Passenger Auto

Liability, Auto Physical Damage, and other property and casualty lines of business in the states of

Delaware and New Jersey.

The Company did not write business in the State of Delaware during the examination

period. In 2007, the Company wrote $122,111,309 of personal automobile insurance direct

written premiums in the State of New Jersey.

REINSURANCE

For 2007, the Company reported the following distribution of premiums written:

Direct $122,111,309
Assumed 0
Ceded: 0
Net premiums written $122,111,309

Ceded

The Company discontinued the use of ceded reinsurance in 2005. The Company does

receive coverage from the New Jersey Unsatisfied Claim and Judgment Fund (UCJF). The UCJF

is a state-managed mandatory pool which serves as a PIP reinsurer for PIP losses ranging from

$75,000 to $250,000. The Company pays no premium for this coverage.

In 2008, as a member of the AIG Personal Lines Pool, AIICD began to cede 100% of its

business to the lead company in the Pool, American International Insurance Company (AIIC),

and to assume 2% of the Pool’s net business. Further comments may be found under the section

“Subsequent Events.”
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INTERCOMPANY AGREEMENTS

The Company has no employees. All offices, equipment and staff reasonably necessary to

conduct the business of insurance are provided under a Managing General Agent (MGA)

Agreement with AIG Marketing, Inc.

Effective December 7, 2001, the Company entered into the MGA agreement with AIG

Marketing, Inc. (AIGM). AIGM is authorized by AIICD as the MGA to bind and write private

Passenger Automobile Insurance, collect premiums, file rates, establish underwriting guidelines

subject to the review of the Company, contract with subagents, service claims and otherwise

perform all duties on behalf of the Company as becomes necessary in the course of conducting its

business. AIICD shall approve all underwriting guidelines before they are to become final and

implemented by the Managing General Agent.

The Company entered into an investment agreement with AIG Global Investors, Inc.

(now known as AIG Global Investment Corp.), an affiliated company, effective January 1, 1991,

to manage the Company’s investment portfolio. The agreement provides for AIG Global

Investment Corp. to act as an investment manager with respect to the investment and

reinvestment of the Company’s portfolio in accordance with guidelines established by Company.

The Company participates in the consolidated Federal Income Tax return of American

International Group, Inc. and its subsidiaries. The arrangement is controlled by a January 1, 2001

Tax Allocation Agreement which indicates that the Company's federal income tax liability or

refund will be calculated as if a separate federal income tax return had been filed.
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ACCOUNTS AND RECORDS

The Company's accounts and records were audited during the examination period by

PricewaterhouseCoopers (PwC.) Selected workpapers from PwC’s 2007 audit files were

obtained and utilized as appropriate.

The remaining Accounts and Records were reviewed by the examination. Based on our

review, there were concerns as to how the Company accounted for Uncollected Premiums and

Agents’ Balances in the course of collection.

Per the examination review of uncollected premiums and agents balances, there were

understated differences of $1,528,605 between the general ledger balance and the supporting

system documentation. The Company attributed the difference to a changeover in the systems

used to support agents’ balances.

In addition, a general ledger account for the Private Client Group policyholder receivable

reported a balance of ($1,380,000). Per the Company, the balance was caused by an incorrect

entry and should have been $0 at year end 2007. The negative receivable was subsequently

cleared in 2008 via inter-company transfer to AIIC with no effect on surplus.

As a result of these findings, the following examination recommendation was noted:

It is recommended that the Company initiate procedures to ensure that the correct
amounts are reported to the Annual Financial Statement asset page on page 2, line
13.1 and 13.2 Uncollected Premiums and Agents Balances in course of collection.

On May 30, 2008, PwC issued an Internal Control Letter to the Company’s Board of

Directors in conjunction with the 2007 statutory audit of the Company. The Internal Control

Letter details any significant deficiencies in the design or operation of internal controls that could
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adversely effect the organization’s ability to initiate, record, process and report financial data

consistently and accurately.

The significant deficiencies in internal controls noted by PwC for all Personal Lines

Companies, including AIICD, fall into the following three categories:

-Accounting for income tax

-Logical security and change management

-Accounting for Investments

All AIG companies (including AIICD) rely on the ultimate parent, or affiliates, to provide

some or all of these services. Any weaknesses in the parent’s operations could impact the

Company.

FINANCIAL STATEMENTS

The following statements show the Company’s operations for 2007 and its financial

condition, as of December 31, 2007, as determined by this examination:
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ANALYSIS OF ASSETS

Ledger Assets not Net Admitted
Assets Admitted Assets Notes

Bonds $161,451,858 $161,451,858 1
Cash and Short Term

Investments 177,443 177,443
Investment Income Due and Accrued 2,339,349 2,339,349
Premiums and Considerations:
Uncollected Premiums and Agent’s
Balances in the course of collection 3,376,250 3,376,250
Deferred Premiums 10,128,749 10,128,749
Reinsurance:
Amounts Recoverable from Reinsurers 708,963 708,963

Current Federal Income Tax Recoverable 3,704,447 3,704,447
Net Deferred Tax Asset 4,524,153 $2,247,829 2,276,324
Receivable from Parent, Subsidiaries and
Affiliates 13,217,821 _________ 13,217,821

TOTALS $199,629,033 $2,247,829 $197,381,204

LIABILITIES, SURPLUS AND OTHER FUNDS
Notes

Losses $97,180,521 2
Loss adjustment expenses 18,457,165 2
Other Expenses 94,350
Taxes, licenses & fees 5,850,372
Unearned premiums 30,016,539
Drafts Outstanding 567,790
Aggregate Write Ins for Liabilities 12,590

Total Liabilities $152,179,327

Common capital stock $ 5,000,000
Gross paid in and cont. capital 13,500,000
Unassigned funds (surplus) 26,701,877
Surplus as regards policyholders $45,201,877

TOTAL $197,381,204
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STATEMENT OF INCOME

Premiums earned $124,096,603

Losses incurred 86,737,742
Loss expenses incurred 20,225,020
Other underwriting expenses incurred 27,592,775

Total underwriting deductions $134,555,537

Net underwriting (loss) ($10,458,934)

Net investment income earned $7,353,303
Net realized capital gains (losses) (94,154)

Net investment gain $7,259,149

Net gain (loss) from agents’ or premium charge off $(206,797)
Net income before dividends to policyholders and
Federal income taxes $(3,406,582)
Federal income taxes incurred (3,532,239)

NET INCOME $125,657

CAPITAL AND SURPLUS ACCOUNT

Surplus as regard policyholders, December 31, 2006 $46,415,209

Net income $ 125,657
Change in net deferred income tax (213,821)
Change in nonadmitted assets (1,125,168)

$(1,213,332)

Surplus as regards policyholders, December 31, 2007 $ 45,201,877

SCHEDULE OF EXAMINATION CHANGES

The examination will propose no financial adjustments.
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NOTES TO THE FINANCIAL STATEMENTS

Note 1. Bonds $161,451,858

Procedures were performed to confirm the existence and ownership of the investments

reported in Schedule D, Part 1 and the other investment schedules. These procedures were

performed without exception. The Company has no mortgage loans including mezzanine real

estate loans, debt restructuring, reverse mortgages, loan-backed securities, repurchase agreements

or real estate. The Company does not lend securities. The Company continues to invest primarily

in Bonds with ratings of “1” per the NAIC SVO Manual.

Note 2. Losses $97,180,521

Loss Adjustment Expenses $18,457,165

At December 31, 2007, the Company reported the following reserves for Losses:

Case Reserves
Direct $59,978,906
Ceded (656,135)
Net case reserves $59,322,771

Incurred but not reported - IBNR

Direct $38,350,705
Ceded (492,956)
Net IBNR $37,857,749

Total Loss Reserves $97,180,521

Loss Adjustment Expense
LAE $ 18,457,165

The actuarial firm of INS Consultants, Inc. was retained by the Delaware Insurance

Department to conduct an independent review of the Company's Loss Reserves as of December

31, 2007. The Company's Loss and LAE data was tested through a review of open claim files and

claim payments.
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As a result of the actuarial study and the Loss/LAE data review, the Company's reserves

for Losses and LAE were determined to be within a reasonable range, and are accepted for

purposes of the examination.

COMPLIANCE WITH PRIOR EXAMINATION RECOMMENDATIONS

The examination reviewed the prior Report on Examination along with the AIICD

compliance with prior examination recommendations, comments and concerns. Based on that

review, AIICD appears to have complied with all applicable prior examination recommendations,

comments and concerns.

SUMMARY OF RECOMMENDATIONS

1. It is recommended that the Company initiate procedures to have the Board of Directors
approve the investment policy guidelines. (See Management and Control, page 6).

Note: The Company advised the examiner that the Board of Directors approved
investment guidelines at its November 24, 2008 Board Meeting.

2. It is recommended that the Company initiate procedures to ensure that the correct
amounts are reported to the Annual Financial Statement on page 2, line 13.1 and 13.2
Uncollected Premiums and Agents balances in course of collection. (See Accounts and
Records, page 10).

SUMMARY COMMENTS

The following significant events were noted during the examination:

For the four year examination period, the Company’s reported Policyholders’ Surplus
increased from $24,920,718 to $45,201,877, an 81% increase. The Company reported
net income of $125,657 for the examination period.

 As of January 1, 2008, AIICD joined the AIG Personal Lines Pool with a 2%
pooling participation.
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 AIG has announced that the Company and the other member companies in the
Personal Lines Pool are in the process of being sold. The proceeds of any sale will be
used to repay funds advanced to AIG by the Federal Government.

CONCLUSION

The following schedule shows the results of this examination and the results of the prior

examination with changes between the examination periods:

Current 12/31/03 Increase
Description Examination Examination (Decrease)

Assets $197,381,204 $101,519,829 $95,861,375

Liabilities $152,179,327 $ 76,599,111 $75,580,216

Policyholders Surplus $ 45,201,877 $ 24,920,718 $20,281,159

Totals $197,381,204 $101,519,829 $95,861,375

In addition to the undersigned, Robert W. Gardner, FCAS, MAAA of INS Consultants,

Inc. participated in the examination. James J. Blair, Jr. CFE, CPA served as the Examination

Supervisor.

Respectfully submitted,

Albert M. Piccoli, CFE
Examiner-in-Charge
Department of Insurance
State of Delaware
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SUBSEQUENT EVENTS

Entry into Personal Lines Pool

Effective January 1, 2008, AIICD joined the Personal Lines Pool (Pool) as a 2%

participant. In addition to the existing fourteen member companies, AIICD and three other new

insurers joined the Pool in 2008, bringing the total number of insurers participating in the Pool to

eighteen (18). The Company’s participation in the Pool was approved by the Delaware

Department of Insurance on December 20, 2007. Going forward, the Company will cede 100% of

its net business to an affiliate, AIIC, and then assume 2% of the Pool business. The Company's

pool percentage can change as new insurers enter or leave the Pool, or if AIGM management re-

allocates participating percentages. In addition, management plans to expand the state licenses

for nine of the Pool companies, including AIICD, beginning in 2009.

Events Occurring at American International Group, Inc., the Company’s Ultimate Parent

On September 22, 2008, the Company's ultimate parent, AIG, entered into a two-year

$85 billion revolving credit facility (Fed Facility) with the Federal Reserve Bank of New York.

The facility is secured by a pledge of the capital stock and assets of certain AIG subsidiaries,

including the Company, and contains covenants and conditions that are customary in a secured

credit facility. Those conditions are not expected to have a material impact on the Company's

operations. On November 10, 2008, AIG announced that the existing Fed Facility will be revised

to reflect, among other things, that (a) the total commitment will be reduced to $60 billion

(following the U. S. Treasury's purchase of $40 million on newly issued AIG perpetual preferred

shares); (b) the interest rate for the Fed Facility will be reduced; and (c) the term of the loan will

be extended from two to five years. This information was disclosed to the Delaware Insurance
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Department via an Amended Form B that was submitted to the Department under cover letter

dated October 14, 2008.

AIG has announced its intention to sell several of its subsidiaries and use the proceeds of

the sales towards repayment of the Fed Facility. The Company, along with the other companies

that comprise the Personal Auto Group (PAG), is included in the list of AIG subsidiaries that will

be sold, though no sale was finalized at the conclusion of examination field work. It has also

been announced that the PAG, which was previously identified as aigdirect.com, will assume a

new brand identity, 21st Century Insurance, starting January 5, 2009. The change in brand will

not impact the name of the Company or any of the other underwriting companies that comprise

the PAG. The separation of the Company and other companies in the PAG from AIG may

involve changes in the areas of Information Technology, Investments, Pensions, and

Reinsurance.


