AIG ratings downgrades deepen crisis at insurer

Government reportedly considers bailout; shares drop but recover from lows
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SAN FRANCISCO (MarketWatch) -- The crisis at American International Group deepened as four ratings companies downgraded the insurer late on Monday, giving the New York insurance giant little time to sell assets and receive loans to survive.
Maurice "Hank" Greenberg, the former chief executive of AIG and a major shareholder, told CNBC that the company needs a bridge loan and less pressure from ratings agencies to avoid filing for bankruptcy. 

New York Gov. David Paterson also weighed in, saying AIG has a day to shore up its finances and stressing that a collapse of the New York-based company would be "catastrophic." 

AIG (AIG American International Group, Inc) shares lost more than half their value during morning trading, plunging as low as $1.25. Spreads on AIG credit default swaps widened dramatically by 3,500 basis points to 5,422, according to Credit Default Research. That suggests traders are worried about AIG defaulting. 
Credit Suisse analyst Thomas Gallagher slashed his price target on AIG shares to $3 from $6 to "reflect what we view to be heightened probability of a potential bankruptcy filing by the holding company." 

"While there is a chance the company can work its way through its liquidity problems if it can secure substantial bridge financing, we think this will be challenging to execute it in the current onerous credit environment," he added. 
Amid the turmoil, CNBC's Charlie Gasparino reported that talks about saving AIG now include the possibility of federal government money. That sparked a slight recovery in AIG shares. 

But CNBC colleague David Faber said soon after that a private market solution to the insurer's plight was "dead." That sent AIG shares back down. They were 32% off at $3.20 during late morning action. 

In a filing to the Securities and Exchange Commission last month, AIG spelled out precisely what those downgrades would mean: Counterparties could ask for another $14.5 billion in collateral. It also gives them the right to terminate contracts, though AIG at the time said it's "unlikely" contracts would be terminated given the profits they would forfeit. 

The downgrades also may trigger an exodus of clients, with some customers canceling policies. That may require AIG, a component of the Dow Jones Industrial Average, to return any unearned premiums covering the rest of 2008. 

As with Lehman Brothers (LEH Lehman Brothers Holdings Inc [image: image1]LEH) , the federal government has been reluctant to come to its rescue. However, the Federal Reserve has asked Goldman Sachs (GS Goldman Sachs Group, Inc[image: image2]GS) and J.P. Morgan Chase (GS 
Goldman Sachs Group, Inc[image: image3]GS) to lead a lending facility for AIG of between $70 billion and $75 billion, according to two people familiar with the situation. 
Standard & Poor's lowered its rating on AIG to A- from AA-, and Moody's Investors Service cut its rating to A2 from Aa3. Fitch Ratings and AM Best also downgraded AIG. 

"The main reason for the rating actions is the combination of reduced flexibility in meeting additional collateral needs and concerns over increasing residential mortgage-related losses," said Standard & Poor's credit analyst Rodney A. Clark in a statement. 

S&P said the move by the New York Department of Insurance to permit some of AIG's regulated insurance subsidiaries to provide the parent with $20 billion of liquid investments wasn't enough. 

"Assuming current market conditions persist, we expect that AIG will continue to pursue additional access to liquidity and the sale of certain businesses to cover potential further investment losses," S&P said. 

The ratings firms threatened to cut the ratings further. 

"Further downgrades of the parent and certain operating units are likely if the immediate liquidity and capital concerns are not fully addressed," Moody's said. 

Efforts to sell off various assets and borrow could "stabilize the ratings at current levels, although significant execution risk exists with respect to some elements of that plan, especially given the current level of instability in capital markets," the firm said. 

Assets that AIG could flog include its majority stake in reinsurer Transatlantic Holdings (TRH Transatlantic Holdings, Inc) The insurer has been hit hard by the housing crisis and credit crunch because its derivatives unit sold guarantees on mortgage-related securities known as collateralized debt obligations, or CDOs, using credit-default swaps. 

As house prices fall and the credit crunch deepens, the market for these CDO exposures is disappearing, forcing AIG to report big write-downs. AIG reported a quarterly net loss of more than $5 billion in August as it wrote down these exposures and suffered impairments on some of its mortgage-related investments. 
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