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TO: F. Douglas FROM: A. Mattis W
CC: M. Gaillard, J. Morrow DATE: May 21, 2002

RE: CAPCO Loss Limit

The purpose of this mmemo is give an approximate time when the domestic automobile extended
warranty loss & LAE ceded to CAPCO will have exceeded the $207M limit of liability. Based on
the projected premiums, losses, and LAE as displayed in exhibit |, the indicated cession to
CAPCO is expected to exceed the $207M liability limit by the third quarter of 2002. At this time
AlG is expected to retain an additional $21.4M of losses. Of this total, $6.9M is expected in the
third quarter of 2002 and $14.8M is expected in fourth quarter 2002.

Please note that the domestic automobile division have a $56.6M IBNR accrual as of March 31,
2002. We can expect this IBNR to cover projected L&LAE for the remainder of calendar year
2002. Inorder to reduce the effects of large P&L losses for the division we need to start
accruing additional IBNR for the auto warranty division.

Displayed in exhibit Il is the additional expected ultimate loss & LAE to AIG once CAPCO limit
of liability have been exceeded. We expect the additional amount of L&LAE to AlG to fall within
the range of $61.4M to $82.0M. A range of value was selected due to the variability of the
L&LAE ratio.
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