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® The Fireside Chat is on Monday
gffce g: eb“:a'Y 8, 2001): $8$51~:g -~ Investors should be buying before this traditionally upbeat analyst
fice Target: meeting. Management's comments in the 4Q earnings release suggest
52-Week Range: $103.75-52.37 that this will be another Happy Chat. '
® It's all about the growth
PLAINTIFF’S The two key lines — foreign life and domestic nonlife — surpassed our
expectations. We believe that anything else mostly boils down to
EXHIBIT noise.
646 © Focus on the big picture
Investors pay a premium partly for AIG's consistent EPS growth.

Focusing too much on a quarter’s moving parts can cause you to lose
sight of the company’s future — its outstanding international franchise.
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No Reason to Get Twitchy

We are maintaining our Outperform rating on AIG
following its 4Q00 earnings release, with a $110 target.
The stock is currently trading at 30X 2001E and 26X
2002E. While the stock has retreated almost 14% since

year-end, it is still at a premium valiation to the market and

insurance stocks, especially on a book value basis.
However, we believe this valuation is discounted to AIG’s
intrinsic value, which we estimate in line with our target,
and is justified by AIG’s mid-teens earnings growth rate.
From this point forward, we don’t see a case for significant
multiple expansion versus the market. However, AIG’s
higher eamings growth rate should lead to meaningful
outperformance over the long-term even if multiples
contracted.

As always, the risk with AIG is the sustainability of
earnings. We believe the company remains ope of the best-
positioned businesses in the world to maintain its
performance over the long-term, due to its newly granted
licenses in such fast-growing insurance markets as China,
Vietnam and India. Assuming we are right, the company
should be reporting more than $10 billion of.operating
earnings in 2004, driven primarily by its powerhouse life
operation — roughly in the neighborhood of what General
Electric, the largest company in the Fortune 500, earns now.

We think this quarter was a good example of AIG doing
what it does best: growing fast and making the numbers.
The key takeaways were 20% local currency growth in
international life premium equivalents, an increase from last
quarter’s 18.5% growth rate, and another acceleration of
growth in nonlife insurance, with domestic géneral
premiums growing 17.7% compared to 8.7% last quarter.
As important was the change in reserves: AIG added $106

million to reserves and the paid/incurred ratio fell to 97.1%,

the lowest level since the first quarter of 1999. On the
negative side of the ledger was 3.5% reported growth in

worldwide life sales, with currencies and a 14.3% decline in

domestic life insurance the cause. We believe these are -
transitory issues; management cited “market timing =~
considerations” to explain the domestic life insurance
decline. While there were several moving parts to the
earnings number, including a 100 basis point improvement
in the effective tax rate, and an unusually high investment.
income growth rate in domesnc life insurance, on the whole

we believe this quarter was no noisier than usual and we see

*..no fundamental reason to change our estimates.

Weorldwide life insurance premium equivalents rose 3.5%
on a reported basis; 7.3% in original currencies. Foreign
life business grew a dramatic 20% in original currencies
compared to 18.5% last quarter (the company reported no
significant currency impact in the third quarter). On a
reported basis, foreign life business grew 14% with a 12.4%
increase in life business and a17. 6% increase in annuities,
pension, and investment products. This is a higher growth
rate than we have been assuming; after our trip to visit
competxtors in Asia in December we were comfortable with
a high-teens growth rate. One additional factor is that AIG
is likely to reach a deal to buy Chiyoda Life in Japan by the
end of the second quarter. If this transaction is
consummated, AIG’s business in Japan would double from
the current level which we estimate at around $2.6 billion.

Domestic life insurance premium equivalents declined
14.3%, with a 16.5% decrease in annuities and pension
products responsible. Traditional life products rose an

“impressive 25.3%. Investment income in the life segment

rose 17.0%, with the lion’s share of the growth coming from
the domestic segment, which increased an unusually high
19.5%. Life operating income rose 18.3%, roughly in line
with the past few quarters.

Property-casualty written prémiums increased 12.4%, or
14.0% on an original currency basis. Foreign general
premiuins grew only 1.6% as reported but 6.4% onan
original currency basis; slightly down from last quarter’s
6.9% rate and compared to 8.3% a year ago. However,
management indicated- that risk finance transactions in the
prior year affected the growth rate and premiums would
have risen 11.5% otherwise - a significant ramp-up that
continues to suggest improvement in.overall market
conditions.

Domestxc property-casualty growth wis outstanding.

. Writtén premiums rose 17.7% with’ an even higher 18.4%

increase in the commercxa! bmkerage lelSlOIL Personal

- lines grew 16.5% and mortgage guaranty increased 11 1%.
‘The combined ratio was. slightly higher than we were-

expecting at 98.81%; a 105.36% petsonal lines combmcd
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the first nine months). AIG noted that it is taking rate Finally, AIG put to rest a minor controversy from last
action in all of the states in which it does business. In quarter by adding $106 million to reserves, worth 7.1 points
addition, we noted that 2Ist Century, the company’s on the combined ratio. This lowered the paid/incurred ratio
majority-owned direct writer, is resuming growth in to 97.1%, the lowest level since the first quarter of 1999.
Southern California as market conditions have improved For the full year, reserve increases were 2% of earned
enough to justify ending its moratorium. In addition, the premiums for a paid/incurred ratio 0of 99 ] %, down from
brokerage division combined ratio was higher than usual at 100.2% in 1999.

101.35% compared to 99.58% through the first nine .
months. At the tail end of a soft market, if this is as bad as
it gets, we’ll take it.

The information and opinions in this report were prepared by Morgan Stanley & Co. Incorporated (“Morgan Stanley Dean Witter”). Morgan Staaley Dean
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