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Summary and Introduction

AIG has been the most consistently profitable major U.S. insurance company in history.
Since its initial public offering in 1969, an investor in AIG has achieved a compounded
return of about 20% annually versus a return of 9.14% for the S&P Index. In addition,
the company’s valuation relative to other insurance stocks has increased in recent
years. Today, AIG is far more than a property/casualty insurer. Its operations encom-
pass a broad range of financial services, including mutual funds, private and global
equity funds, infrastructure funds, corporate finance services, aircraft leasing, deriva-
tive and commoditiés trading, as well as all kinds of life, personal lines and commercial
insurance.

Trading at five times book value in an industry that is typically valued at less than half
that, AIG’s relative valuation reflects investors’ confidence in its chief executive officer,
Maurice R. “Hank” Greenberg; his strategy of international growth focused on asset
accumulation, risk management and emerging markets; and the performance-oriented
culture he has built. Yet, the increasing complexity of AIG’s businesses and the need to
obtain and analyze detailed information about its constantly expanding worldwide
operations have made it more difficult to estimate the company’s long-term sustain-
able growth rate. The company’s structure is dauntingly complex, and its geographical
and operational scope is vast. We continually receive questions from investors on
AIG’s long-term growth prospects, but to date have not had an answer with which we
were satisfied.

In a sense, the consistency and strength of AIG’s results work against it from a research
standpoint. Investors who do incremental research have not so far been any “righter”
on the stock than those who simply extrapolate historical trends. Further, while AIG is
relatively investor-friendly, the company also is results-focused and management spends
its time growing the business rather than promoting its stock. AIG does not take
analysts on grand tours of its far-flung operations, nor does it hold conference calls or
“investor days.” )

In late 1999 we decided that an important part of our 2000 research effort would be to
develop a more detailed understanding of AIG and to translate that understanding into
a meaningful long-term earnings forecast and valuation model. In this report we set
-out to answer the following questions:

w How long will AIG’s competitive advantage last?

W What is the company’s expected growth rate during the competitive advantage
period?’

@ What will AIG’s return on equity be in the future?

L No comparable insurance index for this period exists.

Confidential

AIG-F 00185803



American International Group May 8, 2000

To answer these questions, we first focused on identifying, in a concrete way, AIG's
true competitive advantages, and on evaluating how sustainable they are. While most
investors are aware that AIG’s low expense structure is a competitive advantage, two
critical questions have been unanswered: 1) why AIG’s expense structure is low; and 2)
whether this can be sustained relative to competitors.

- We also focused on gaining a detailed understanding of the growth opportunities in

AIG’s international businesses. Investors already understand in a general way the
importance of opportunities in markets such as China and India. But to meaningfully
estimate a long-term growth rate, more specific questions need to be answered: How
big are these potential markets? How fast will they grow? What cultural, political and
economic variables will influence their growth rates? What products are driving the
growth? How competitive are these markets likely to be? How fast is AIG likely to grow
relative to the overall marker?

This report is the result of several thousand hours of research on the subject of AIG's
competitive advantages. Even so, we believe we have not come close to exhausting this
subject. And forecasting global insurance growth a decade into the future is an exercise
in approximation. Among other variables are the world economy, regula-
tory/legal/political risks and the high likelihood that AIG will continue to make
acquisitions. Despite its inherent limitations, we believe our research gives insight into

how AIG could achieve better-than-15% earnings growth for the foreseeable future..

And we hope that this report will provide investors with an entirely new level of detail
on AIG’s culture, franchise advantages and operations around the world. We consider
these the critical aspects of evaluating the stock and have focused on them rather than
writing an exhaustive descriptive analysis of each of AIG’s individual businesses. As a
result of our research, we have upgraded the stock from Attractive to Buy.

Our fundamental conclusions are:

® AIG‘s single most important competitive advantage is the significant head
start it has internationally—a head start that we believe will result in rapidly
compounding growth in important markets. In many markets, AIG may well be the
only foreign insurer that can successfully go head-to-head with local companies and
take share profitably. We have come to view AIG as almost the equivalent of a
sovereign corporate nation, with its 6Wwn diplomatic ties, economy and head of state.

® AIG has not come close to fully exploiting its growth opportunities. AIG's
business outside the U.S. has plenty of room to expand. Today, approximately 65%
of its foreign life premiums are derived from four markets—Japan, Taiwan, Hong
Kong and Singapore—and almost 35% of its non-life business is derived from Japan
alone. AIG’s international pension business is concentrated in Europe. '

# AIG has plenty of room to grow even in its largest markets. Although Japan and

Taiwan represent a large portion of AIG’s premiums, the potential of these markets
is by no means tapped, as we describe in this report. Thercfore, growth in other
countries should mosty be incremental, rather than offsetting slowing growth in
large maturing markets.
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# AlG has numerous other competitive advantages: its very low expense structure,
flat organization, product innovation skills, underwriting ability, enormous scale,
and entrepreneurial culture in which “either/or” is not-an acceptable answer. We
believe that the expense structure, while strongly culturally driven, also is a function
of overwhelming scale and therefore can be considered a sustainable advantage. And
while individually or on a small playing field, AIG's other advantages may be
replicable, it is difficult to envision any company achieving them all on a grand
enough scale to be considered a threat to AIG.

u We believe AIG is taking its first steps toward global branding, further
expanding its franchise. Several of its American International Assurance operations
were co-branded “AIG Life” during 1999. The company is undertaking a branding
advertising campaign, focusing on this brand as well as the powerful AIG, AIA and
AJU brands around the world. Over time, this process has the potential to create
additional franchise value.

w We see three major company-specific risk factors: a global economic downturn,
disruptive regulatory or political changes in key markets, and a management
succession that is poorly timed or executed.

w We helieve AlG can grow its foreign life business at 17.5% per year through
2005 and 16.5% per year from 2006 through 2010,

‘" We beﬁe\(e AlG can grow its foreign non-life business at 8.7% per year
through 2005 and 9.3% per year from 2006 through 2010

w We believe AIG can grow its earnings at approximately 16% for the next six
years. We have raised our target on the stock from $100 to $135.

In preparing this report, we:
u Met with Mr. Greenberg in New York and other members of management in Asia.

® [nterviewed numerous current and former AIG managers to discuss the company’s
organizational structure, management style, operations, business prospects and
competitive strengths and weaknesses.

& Met in Beijing with representatives of the China Insurance Regulatory Commission
(CIRC), China’s new insurance regulatory body. We were privileged to be the first
Western securities analysts to meet with Chinese regulators.

® Met with several of AIG’s compétitors, as well as regulators and rating agency
representatives, reinsurers, and brokers in Shanghai, Hong Kong, Tokyo, Béijing and
Taipei, to discuss the company’s competitive position and business approach in Asia.

® Reviewed political, economic and insurance market data for major AIG markets to
understand the key variables that will drive those markets’ and AIG’s growth. A
summary of our findings for each country and a discussion of growth opportunities
are included in Appendix 1.
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® Estimated AIG’s current life and non-life premium volume in these countries using a
variety of sources, including Sigma, Axco, discussions with regulators and review of
statutory filings in various countries.

# Projected a range of estimates of life and non-life premiums in 2005 and 2010 for
each country, using a two-stage model to allow for more conservative out-year
estimates. ' : :

& Using these premium estimates, computed weighted-average annual growth rates for
the company’s life and non-life businesses to use in valuing the stock and producing
earnings estimates.

® Qur detailed earnings model projects six years of results; our valuation model is
based on a ten-year competitive advantage period. We believe the latter is conservative.

AIG-F 60185806
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Exhibit 1: AlG's History—Planting the Seeds for Global Growth

1919 Cornelius Vander Starr founds American Asiatic Underwriters — Shanghai.

1921 Establishes Asla Lite Insurance Company.

1926 AlU begins writing American risks in Asia.

1929 AIG present In major Asian markets. c—

1930s Enters Latin America.

Late 19308 Headquarters moved to New Yark City.

1946 Enters Japanese market.

1950 AIG forced out of China, moves Asian operations to Hong Kong.

1960 Mr. Starr recruits M.R. Greenberg from Continental Casualty Co.

1962 Mr. Greenberg Is named president of Amecican Home Assurance.

1968 Mr. Gmer;berg succeeds Mr. Starr.

1969 AIG makes initial public offering: Net p/c premiums are $245 million; life, $38 million; net
income is $13.4 miillion. Assets total $606.8 million.

1970s Taiwan asks AlG to take over troubled Nan Shan Life.

1975 AIG negotiates first claims settlement/reinsurance agreement with People’s insuranc .
Company of China (PICC). .

1976 AlG net income tops $100 million.

1979 AlG net income tops $200 million.

1980 AIG and PICC form China-America Insurance Holdings, the first joint venture between PICC
and a foreign insurer.

1980 ‘Opens first represantative office in Beijing by a U.S. financial company.

1981 AIG purchases United Guaraaty Comp.

1984 Lists on the NYSE.

19868 AIG net income tops $1 biltion.

1990 AIG forms Joint ventures to market fife and non-life insurance in Poland and Hungary.

1990 Buys Intemational Lease Finance Corp.

1992 Granted fi to reenter Chi rket. .

1993 AlG reapens offices in Shanghal; introduces agency sales to China.

1994 Net income tops $2 billion. invests in 20th Cantury Industries.

1994 AIG raises $1.1 billion Asia Infrastructure Fund .

—_— 1995 Receives Chinese life and non-life licenses in Guangzhou.

1996 'AlG Golden Insurance Ltd, joint venture formed in Israel to sell personal lines.

1997 AIG gains control of its Polish aperations, First American Polish Life Insurance and
Reassurance Co. and AIG Poland Insurance Co.

1997 AIG enters market in Bulgaria through AIG Bulgaria Insurance and Reinsurance Company;
buys Bulgaria Post Bank. .

1997 AIG invests $500 million in Unibanco Brazil.

1997 Begins writing direct auto insurance in Japan. -

1998 AIG raises stake in Transatiantic Holdings to over 50%.

1999 AlG Golden is licensed to sell life insurance in israel.

1999 AlG buys SunAmerica in $18 billion stock swap.

1999 Buys John McStay lnvestment Managament.

1999 AIG receives license in Sd Lanka.

1999 Receives Chinese life and non-life licenses in Shenzhen and Foshan.

1999 Net income tops $5 billion.

1999 Buys Lippo Life, indonesia’s largest life insurer.

1999 Forms joint venture with the Tata Group to enter Indla.

2000 AIG recaivas ficense in Vietnam.

Source: Ci f d it it , Barroa’s.
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Financial Overview

Over the past 11 years, AIG has compounded its earnings at 16.1% while raising its
return on equity from 12.7% to 15.6%. The return-on-equity gains have been espe-
cially impressive considering that a majority of AIG’s earnings were derived from an
industry that is growing book value faster than earnings. While AIG also has outper-~
formed the industry in property-casualty premium development, the real source of its
earnings growth is the consistent 10 point underwriting advantage it has aver the .
industry, the extraordinary growth of its life insurance operations, and the addition of
attractive, fast-growing new businesses—financial services, aircraft leasing, and §
recently, asset management. '

In the course of just over a decade, AIG’s valudtion relative to the market has increased
only slightly. But AIG has been perceived as an increasingly “expensive” stock as the
ratio of stock price to book value has increased. We attribute this increased market 4
premium to AIG's steady growth as well as to AIG's more efficient use of capital—the
gap between AIG’s return on equity and that of other insurers has widened. Very few k
insurers can boast of having increased return on equity significantly during this period :
to a level well above the cost of capital. Even so, AIG’s investment opportunities
suggest to us that its current return on equity has not peaked.

FIVRY PR WSS o

Exhibit 2: Financial Overview : : ¥
) 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 Avg. =3
EPS Growth 222% 138% 186% 9.6% 18.6% 111% 176% 166% 170% 15.1% 17.1%| 16.1%

Book value growth 211% 139% 160% 3.1% 21.1% 70% 216% 127%  124% 134% 94%| 13.8%
ROE 127% 123% 124% 114% 113% 13.1% 137%. 133% 142% 146% 156%] 13.1% B
NWP growth 5.5% 37% -13% -01% 97% 84% 95% 6.7% 5.6% 88% 112%| 62%
Industry NWP growth 32% 44% 22% 20% 62% 38% 36% 3.4% 28% 19% 2.0%| 32% R
Difference 23% -08% -35% -2.1% 3.5% 4.6% 5.8% 33% 2.8% 68% 93%]| 29% ' 5
Industry combined ratio  109.6% 109.8% 108.9% 1158% 107.5% 109.0% 106.9% 106.3% 102.2% 106.3% 108.3%|108.2% 3
AIG combined ratio 993% 992% 100.1% 102.1% 999% 98.1% 963% 96.2% 96.1% 962% 957%| 98.1%

Difference 103% 106% 89% 13.7% 76% 11.0% 106% 101% 6.1%  10.1%_ 126%] 10.1%

Eamings growth: - .

Life insurance 153% 140% 148% 159% 165% 484% 233% 243% 245% 189% 228%| 21.7%

Financial services 705% -11.5% 67.7% 559% 126% -11% 98% 18.4% 339% 205% 24.4%| 282%

Relative P/E 091 0.94 0.77 0.67 068 0.79 1.01 1.00 0.96 0.93 0.96 0.87

Average price/book 18 19 1.8 20 20 20 2.2 25 29 36 4.5 25

Saurce: AM. Best, 1SO, Company mw data, and PaineWebber estimates.

Earnings Estimates

Exhibit 3 is a summary of our earnings model. We are projecting that AIG’s earnings
grow approximately 16% per year. The single biggest driver of this growth is a shift in
business mix.-
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i ® As recently as 1993, more than 56% of AIG’s pretax earnings were derived from the
property-casualty business, Currently, that percentage has fallen to 43.1%, and we
are projecting the non-life contribution to decline further—to 31.7% by 2005.

w Over the same period, life insurance has risen from 30% of pretax earnings to 40.7%;
we are projecting that life insurance will continue to rise to compose 46% of pretax

earnings in 2005.

® We are estimating that financial services declines slightly as a percentage of pretax
earnings, from 16.3% in 1993 to 14.7%.

™ Asset management, a new business segment, should represent almost 10% of pretax

earnings by 2005.

Exhibit 3: American International Group — Summary Earnings Model
1996 1997 1998 1999A 2000 2001E_ 2002€ 2003 2004E 2005€

Net writtan premium $12.691.7 $13.4075 $14586.1 $16223.9 $17.307.6 $18.942.6 $20457.2 $22088.6 $23.855.7 $25768.3

change 6.T% $.6% 8.86% 112% 8.7% 9.4% 8.0% 8.0% 8.0% 8.0%
Eamed premium $11,854.8 $12,421.0 $14,0980 $15543.8 $16,749.4 §18,169.0 S$197037 $212769 $22974.5 $248122 .
change : 3.9% 8%  135% 10.3% 7.8% 85% 8.4% 8.0% 80%  80%
Loss ratio 75.9% 753%  75.6% 75.6% 756% 76.0% 760% 76.0% 76.0% 76.0%
Expanse ratio 20.5% 20.7%  20.6% 202% 20.1% 202% 203% 20.3% 200% __ 20.0%
Cambined ratlo 96.3% 96.1%  96.2% 95.7% 95.6% 96.2% 96.3% 96.3% 960%  96.0%
PIC operating eamings .
Domestic $1.4034  $1,4774 $17625 $2263.9 $2339.9 $2,521.6 $2784.1 $3.0609 $3366.2 $I6956
Foreign $737.2  $866.3 _ $960.1 _ $901.9 _ $1.0463 $1,1256 $1.2465 $13792 $1.5357  $1.6069
Tolal $2,1406 $2.3437 $27226 $3,1859 $3,3862 $3,647.2 $4,030.6 $4.440.1 $4.901.9  $53925
Life ins. oparating earnings
Domestic $100.5  $1249  $617.5  $1.0622 $1351.0 S1.6256 $19182  $22252 $2556.9 $29428
Foreign $1.1865  §1.4254  $1.664.5  $1.9433 $22819 $2.6812 $3,177.3  $3.7609 544993  $53992
Toal . $126890 $15503 52,2619 $3.0055 $3,6d29 $4,0069 $50955 $6,006.1 $7,056.3 $8,3420
Financial Services $501.2  $671.0  $869.0 $1.081.3 $1.2703 SLS2B6 SL7670. $20032 $2275.3 326607
Asset Management $1007  $1273  $1912 s $460.5  $609.3  $8225 $1,069.3 $1,390.1  $17536
Oparating /share 32.02 $2.36 3272 $3.19 33.70 $4.25 $4.90 35.68 36.60 57.66
Waighted avge. shares 1543026 1541.716 1553.831 1566.768 1564.505 1565505 1566.595 1567.595 1568595 1560.595

Source: Company data and PaineWebber estimates.

We believe that, on average, AIG will grow its domestic non-life business 7.5% for the
next decade, and should be able to grow its foreign non-life business 8.7% through
2005 and 9.3% in 2006-10. In life insurance, we are estimating that foreign life business
can grow at 17.5% through 2005 and 16.5% thereafter. We believe that AIG’s premium
volume in countries such as China and India will begin to contribute meaningfully to
growth toward the latter part of this period. In the domestic life business, we are
projecting a gradual deceleration from the current 30% growth rate, as AIG's base of
business in the U.S. reaches a higher mass. Country-by-country details behind these
foreign growth assumptions are discussed further in Appendix 1.

) Perhaps AIG’s single biggest opportunity outside the U.S. is tapping into the interna-
T tional asset management business with SunAmerica and its awn retirement and asset
: management products. This business, which is not capital intensive, should further
increase AIG’s return on equity over time. We are projecting 16% return on equity in
2005, compared with 15.6% in 1999. We are assuming that AIG continues to retain

nearly all of its earnings for growth. . -

15
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Valuation

We believe a reasonable projection of AIG’s earnings growth rate is 16%, deriving from
the strength of its international life and asset management businesses. Thereafter, we
have assumed that AIG’s earnings will grow 8% per year, in line with a long-term
market equity growth rate. While this perpetuity assumption is higher than we
normally use, AIG’s business will be driven by the world economy more than the U.S
economy, and we expect the world economy to continue to outgrow the U.S. economy.

A standard discounted cash flow analysis under these assumptions using an 11%
discount rate suggests a theoretical valuation of $176. To incorporate our identified
risk factors, the fact that AIG is a financial stock, and the inherent risk of using an

" earnings discounting method, we have applied a 25% margin of safety to this number

to arrive at what we view as a reasonable near-term target of $135. We recognize that
this target is six times AIG's book value and that some investors are not comfortable
with high premiums over book value for financial stocks and/or would use a higher
discount rate. Given our most likely estimate of AIG’s growth, we are comfortable with
this target, which essentially reflects our fundamental optimism about AIG's prospects
in its most important lines of business.

Exhibit 4: Terminal Value Projection

PV ot Tarminal Pavout Book
Dividend Dividends Earnings Value Ratio Vaiue
2000 $0.21. $0.20 $3.70 $3.33 5.7% $25.20
2001 $0.24 $0.18 $4.25 $3.45 5.6% $29.21
2002 ' $0.26 $0.16 - $4.90 $3.58 5.3% $33.85
2003 $0.29 $0.14 $5.68 $3.74 5.1% $39.24
2004 $0.33 $0.13 $6.60 $3.92 5.0% $45.51
2005 $0.37 $0.11 <. $7868 $4.09 4.8% $52.80
2006 $0.41 $0.11 $8.88 $4.28 4.7% $61.27
2007 $0.46 - $0.10 $10.30 $4.47 4.5% $71.10
2008 $0.52 $0.09 $11.95 - $4.67 4.3% $82.54
2009 $0.58 $0.08 $13.86 $4.88 4.2% $95.82
2010 $1.16 $0.37 $16.08 - $5.10 7.2% $110.73
Total $4.84 $545.09 .
Present Value $6.76 $172.95
$179.71
Margin of safety: $44.93
Vatuation $134.78
Terminal price:book 492%

Source: PaineWebber estimates.

We have not found applying a float valuation method to AIG to be useful because we
believe that, in 2005, less than one-third of its earnings will come from non-life
insurance. While the low-cost float provided by these businesses is valuable, we do not
believe it will be the principal driver of the stock. Life insurance will be the miore
important business; and its float is less valuable than non-life float, because the liabili-
ties of a life insurer are stated on a present value basis, capturing the impact of future
investment income, and because spreads are smaller—much of the investment income
inures to the policyholder, not the insurer. The value of a life insurer is therefore
driven by growth more than by spreads, whereas the leverage to a non-life insurer of
spreads is far more important. At this time; we do not believe that a float valuation is
useful in valuing a life insurer. '
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Cultivating Global Growth

A major objective of this research project was to examine AIG’s global growth
prospects in more detail than we have ever seen published. This kind of geographical
analysis will become increasingly important as we project that more than half of AIG’s
pretax earnings are likely to be-derived from non-U.S. sources by 2005. We believe that
AIG’s biggest opportunity is the growth of its life insurance and retirement products
around the world. Exhibit 5 shows Swiss Re/Sigma’s current estimates of the world life
and non-life insurance market size and penetration of GDP.

Exhibit 5: World Insurance Market Data—1998

Country Non-Life  %of  Non-life Life. % of Wid. Lite ~ Total .
Prem d. nefrati i T etratl i
Americas
Argentina $4,141  0.46% 1.39% $2079  0.16% 0.70% 2.09%
Brazil $13,718  1.54% 177% $2994  0.24% 0.39% 2.16% —
Canada $24,481  2.75% 405%  $18,642  1.47% 3.09% 7.14% i
Chile $818  0.09% 1.15% $1,583  0.13% 2.23% 3.39%
Colombia $1,582  0.18% 1.76% $511  0.04% 0.57% 2.33%
Ecuador $228  0.03% 1.15% $34  0.00% 0.17% 1.32%
€l Salvador $99  0.01% 0.83% $38  0.00% 0.32% 1.16%
Mexico $3,456 0.39% 0.83% $2,852 0.23% 0.69% 1.52%
Panama $242  0.03% 2.65% $89  0.01% 0.97% 3.62%
Peru . $420 0.05% 0.67% $158 0.01% 0.25% 0.92%
United States $387,080 43.44% 4.55% $349,390 27.64% 4.11% 8.66%
Uruguay $245 0.03% 1.17% $136  0.01% 0.65% 1.83%
Venezuela $1,755 0.20% 1.85% $38  0.00% 0.04% 1.89%
SubtotalAvg. $438,265 49.18% 1.83% $378,544 29.94% 1.09% 2.92%
- Atrica . -
Kenya $249 0.03% 2.15% $72 0.01% 0.62% 277%
Nigeria $305 0.03% 0.76% $39  0.00% 0.10% 0.86%
South Africa $4.106  0.46% 3.08%  $20715  1.64% 15.52% 18.60%
Uganda $38  0.00% 0.37% $3  0.00% 0.05% 0.41%
Zimbabwe $120  0.01% T 2.04% $111 001%  1.88% 3.92%
Subtotal/Avg. $4818 054%  1.68%  $20940  1.66%  263% 5.31%
Australasia
Australla $12,963 1.45% 3.56%  $21,420  1.69% 5.89% 9.45%
New Zealand $2,463 0.28% 4.65% $923  0.07% 1.74% 6.40% -
SubtotalAvy. $16,426 1.73% 411%  $22343 1.77% 3.82% 7.92%
Central & Eastern Europe
Czech Republic $1.242  0.14% 2.20% $468  0.04% 0.83% 3.03%
Hungary $721  0.08% 1.52% $419 0.03% 0.88% 2.40%
Latvia $136  0.02% 2.12% $13  0.00% 0.21% 2.33%
Lithuania $82 0.01% 0.77% $17 0.00% 0.15% . 0.92%
Poland $3.100 0.35% - 1.96% $1,051  0.08% 0.66% 2.62%
Romania $249  0.03% 0.65% $22  0.00% 0.06% 0.71%
Russia $3,036 0.34% 1.15% $1,272  0.10% 0.46% 1.59%
Slovakia $420 0.05% 2.06% $184  0.01% 0.90% 2.97%
SubtotalAvg. $8,986 1.01% 1.55% $3,446  027% 0.52% 2.07%

Continued on p. 18
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Exhibit 5 (continued): World Insurance Market Data—1998

Country Non-Life %ofWid. Non-life Life Premiums % of Wid. Life Total -
Premiums Total Penetration Total __ Penetration Penetration
Eastern Asla )
China $6,035 0.68% 0.62% $8,246 . 0.65% 0.85% 1.48%
Hong Kong $1.842 0.21% 1.44% $5.332 0.42% 1.72% 3.16%
Indonesia $607 T0.07% 0.65% $588  0.05% 0.62% 127%
Japan $91,991 10.32% 2.38% $361,102 28.56% 9.34% 11L.71%
* Malaysia $1,507 0.17% 1.897% $1,347 0.11% 1.76% 3.73%
Philippines $509 0.06% 0.78% $466 0.04% 0.72% 1.50%
Singagore $1,027  012%  122% $2981  0.24% 3.53% 4.75%
Taiwan $4,973 0.56% 1.63% $11,928 0.94% 3.98% 5.61%
.- Thailand $1,197 0.13% 1.08% $1,342 0.11% 1.21% 2.28%
Vietnam $126 0.01% 0.45% $15 0.00% 0.06% 0.51%
SubtotalAvg. $109.814 12.32% 1.22% $393,347 31.12% 2.38% 3.60%
Europe
Austria $6,714 0.75% 3.17% $4,546 0.36% 2.15% - 5.31%
Belglum $8,666 0.97% 3.47% $9,026 0.71% 3.62% 7.09%
Bulgaria $119 0.01% 0.90% $14 0.00% 0.13% 1.03%
Denmark $4,378 0.49% 2.51% $7.454 0.59% 4.28% 6.80%
France $42,592 4.78% 2.93% $74,048 5.86% 5.10% 8.03%
Finland $2,472 0.28% 1.95% $7.973 0.63% 6.30% 8.26%
Germany $78,272 8.78% 3.64% $58,419 4.62% 2.72% 6.36%
Greece . $1,039 0.12% 0.86% $1,120 0.09% 0.93% 1.79%
Ireland $2,830 0.32% 3.98% $4,767 0.38% 6.70% 10.67%
ftaly . $28,118 3.16% 2.40% $29,827 2.36% 2.55% 4.94%
- Luxembourg $762 0.09% 2.73% $4,862 0.38% 1.44% 4.17%
Nethedands $15,539 1.74% 4.11% $21.482 1.70% 5.68% 9.78%
Norway $3,596 0.40% 2.71% $3.515 028% 2.65% $.36%
Portugal $3,003 0.34% 281% $3,260 0.26% 3.05% 5.86%
Spain $15,108 1.70% 273% $13,890 1.10% 2.51% 5.24%
Sweden - $4,813 ° 0.54% 212% $5,848 0.46% 2.58% 4.71%
L — Switzerland $9,084 1.02% 3.47% $23,962 1.90% 9.14% 12.61%
United $57.035 6.40% 4.08% $124,010 981% 8.87% 12.95%
SubtotallAvg. $284,140  31.89% 281% $398,023 31.49% 3.91% 6.72%
indian Sub-Continent .
india $2,255 0.25% 0.61% $6,048 0.48% 1.63% 2.23%
Pakistan $214 0.02% 0.35% $178 0.01% 031% . 0.66%
Subtotal/Avg. $2,469 0.28% 0.48% $6.226 0.49% 0.97% 1.45%
Middie East ’
Bahein $98 - 0.01% 1.58% $23 0.00% 0.37% 1.95%
Egypt $403 0.05% 0.49% $134 0.01% 0.16% 0.65%
israel . $3,415 0.38% 3.50% $2,959 0.23% 3.04% 6.54%
Jordan $131 0.01% 1.35% 21 0.00% 0«'_:5% 1.90%
Kuwait $168 0.02% 0.66% $30 0.00% 0.12% 0.768%
Lebanon $82 ° 0.01% 0.22% “$17 0.00% 0.05% 0.27%
Oman $115 0.01% 0.70% $28 0.00% 0.17% 0.87%
Saudi Arabia $733 0.08% 0.57% $25  0.00% 0.00% 0.57%
Turkey $1,750 0.20% 0.88% $353 0.03% 0.18% 1.06%
SubtotalAvg. $6,895 077% 1.11% $3,590 0.28%. 0.51% 1.62%
Total/Average  $870,81 97.72% 1.85% $1,226,458 97.02% 2.10% 3.95%
Rest of the world  $20,298 2.26% $37,698  2.98% -
World Total $891,11 100.00% $1,264,156 100.00%

Source: Sigma, Axco and PaineWebber estimates.
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Of AIG’s foreign life business, almost 79% is derived from Asia. We believe that a full
65% of AIG’s estimated 2000 foreign life business is derived from just four countries—
Japan, Taiwan, Hong Kong and Taiwan (although this understates the diversity of
AIG’s global business because many of its insurance, pension and annuity products are
not accounted for as insurance premiums, and to date these products are more
commonly sold in Europe). Similarly, we estimate that Japan by itself makes up nearly
35% of AIG’s non-life business internationally. Based on our projections, Asia should
still make up the lion’s share of AIG’s life business in 2005 and 2010. However, we
‘Dbelieve that AIG's business will continue to become more diversified among countries.
The increasing diversification may not be obvious from reviewing premium details,

_ because much of AIG’s growth in Asia is likely to be derived from asset management
business, which is reported separately from life insurance.

Why is Asia so important? That’s where the people are. That’s where the money will be,
based on GDP growth rates. That's where AIG has the strongest foothold. Our growth
forecasts in Asia took a number of things into account. In addition to details of the
competitive and regulatory environment in each country, we coasidered the economic
outlook, relying primarily on World Bank GDP projections and analysis.

Risk Factors

We did not assume high-end economic growth in any country and we note that these
forecasts are prone to be conservative. However, a severe global economic downturn,
akin to the 1997 Asian currency crisis, is a risk to our estimates. The banking systems in
many countries remain fragile and vulnerable to continued problems. While we
consider this, or other newly developing economic problems, a risk factor, it’s impor-
tant to remember that AIG’s foreign growth did not falter during the Asian crisis—in

fact, the company took share from unstable local companies. It also found enhanced -

opportunities for acquisitions. Therefore, we do not believe our economic assumptions
are overly aggressive.

A second risk factor would be a major politic'ai or regulatory change in a key country.
For example, a reversal of China’s commitment to a market economy would certainly
affect our growth estimates. )

The third major risk factor is poorly timed or executed management succession. In
covering the stock, we have yet to hear a suggestion of how CEO Maurice R. “Hank”
Greenberg's performance could be improved. The stock’s perfarmance is a reflection of
the successful organization he has built. AIG has a broad and deep bench, and Mr.
Greenberg, age 75, has begun the process of extending his international relationships to

his designated successor, Evan Greenberg, his 45-year-old son. Nevertheless, investors .

rarely assume that perfection can be improved upon. While the business is.designed
not to be dependent on any one person, it would be absurd to suggest that the stock
would not react to Mr. Greenberg’s retirement (which is not thought to be imminent).
Time should reduce this risk, however, as AIG builds critical ‘nmass in such key
emerging markets as China and India.

Risk factors not specific to AIG include interest rates, loss reserves, inflation, or an
unexpectedly prolonged property-casualty downward cycle.

Confidential

AIG-F 00185813



Confidential

i
i
H

American International Group May 8, 2000 A Pail'lCWCbbCf

Exhibits 6 and 7, following, show our projections of 2000, 2005 and 2010 lifc and non-
life premium growth by country for major regions that are key markets for AIG. These
premiums include AIG’s unconsolidated joint ventures and partially owned companies
and therefore exceed AIG’s reported premiums. While we have developed our base esti-
mates in as much detail as possible, the statutory entity through which AIG reports
premiums may not correspond ta the origin of the business. For example, in non-life
insurance, a significant amount of international business is written in the United
Kingdom.

We did not estimate certain regions, such as Continental Europe or the Middle East, in
detail because AIG’s premiums were not available in the relevant countries. However,
we individually projected premiums for countries that appear to represent more than
90% of AIG’s current business.

We used the projected premiums by country to compute our best estimate of a
reasonable international growth rate. In creating these estimates, we used economic
forecasts, information about the regulatory and competitive climate in each market,
and in most cases, a decade of historical information.

In forecasting AIG’s growth, we identified an initial group of 35 countries that we con-
sidered important to the company’s business. We developed, from a variety of sources, a
standardized set of country-specific variables to establish a basis for our premium
projection model. These figures included gross domestic product (GDP), the size of the
insurance markets, split between life and non-life, population, and AIG premium
volume for the most recent available year. In most cases, we had ten years of history on

. key variables. We collected -country-specific details from independent and government

publications, discussions with insurance professionals, and visits to key countries.

In estimating a range of growth rates for each country, we considered World Bank
estimates of GDP growth, and considered GDP per capita, population growth rates,
insurance penetration per capita, the relationship between insurance market and GDP
growth, and the relationship between AIG’s growth and the insurance market. We
computed high and low estimates of dollar-weighted growth rates for the economy, the
life and non-life insurance markets, and AIG’s life and non-life businesses. Our two-
stage model projects 2006-10 separately to allow for conservatism in the out years.
Finally, we selected our best estimate of AIG’s premium volume at 2005 and 2010.
These estimates were used to compute weighted-average growth rates for the com~
pany’s life and non-life business to use in estimating earnings. Growth rates are in real
rather than nominal terms, and premium volume has been adjusted for year-to-date
currency fluctuations in 2000.

Appendix 1 contains further detail about the development of these estimates. While we
believe that our estimates are reasonable, by definition, they cannot be precisely
accurate and are intended to be only our best approximation of what is likely to
happen. By giving so much detail, we are inviting readers to individually evaluate our
assumptions. While we recognize the limitations of this type of analysis, we also believe
that our work contains the greatest level of detail that could be currently assembled to
support an earnings projection on AIG. We believe there is as much value in providing
the details as in coming up with a “final answer” on what AIG's growth is likely to be.
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Exhibit 6: Premium Growth Rate Projection—Foreign Life ($, millions)

2005 2010 % of Total
Country 2000E___ 2005E 2010€ CAGR CAGR 2000 2005 2010
Amaricas
Argentina $63 $200 $600 25.9% 25.2% 0.5% 0.8% 1.1%
Brazil $327 $600 $1.200 12.9% 13.9% 2.8% 2.3% 2.3%
Canada $13 $20 $30 9.0% 8.7% 0.1% 0.1% 01%
Chile $113 $230 $425 15.3% 14.2% 1.0% 0.9% —._ 0.8%
Colombia $16 | $100 $400 44.7% 38.2% 0.1% 0.4% 0.8%
Ecuador 30 $12 $60 130.0% 78.1% 0.0% 0.0% 0.1%
£l Saivador 33 $12 375 28.3% 36.1% 0.0% 0.0% 0.1%
Maexico $20 $40 $81 15.0% 15.0% - 02% 0.2% 0.2%
Panama $25 $40 $70 9.4% 10.6% 0.2% 0.2% 0.1%
Peru $39 $100 $275 20.5% 21.5% 0.3% 0.4% 0.5%
Subtatal $620 $1.354  $3,216 16.9% 17.9% 5.4% 5.2% 6.0%
Atrica
South Africa $1 $10 $40 71.7% 50.5% 0.0% 0.0% 0.1%
Subtotal 1 $10 $40 M1.7% 50.5% 0.0% 0.0% 0.1%
Australasia :
Australia $11 $15 $20 5.6% 5.8% 0.1% 0.1% 0.0%
New Zealand $10 $15 $30 9.5% 12.2% 0.1% 0.1% 0.1%
Subtotal $21 $30 $50 7.5% 9.1% 0.2% 01% 0.1%
" Central & Eastern Europe
Bulgaria $1 $10 $100 56.7% 57.6% 0.0% 0.0% 0.2%
Czach Rep. $14 $45 $120 26.1% 23.9% 0.1% 0.2% 0.2%
Hungary $14 $40 $118 23.9% 23.7% 0.1% 0.2% 02%
Poland . _ $t1a2 $460 $1,050 20.4% 19.1% 1.6% 1.8% 20%
Romania - $ $20 $100 69.1% 52.7% 0.0% 0.1% 0.2%
Russia $1 $50 $400 116.8% 81.3% 0.0%._ 0.2% 0.8%
Siovak Rep. $29 $60 $100 15.4% 13.0% 0.3% 0.2% 0.2%
Subtotal - $243 §$685  $1.985 23.1% 23.4% 2.1% 2.7% 3.7%
Eastern Asia
China $296  $1,000 $3,200 27.5% 26.9% 2.6% 3.9% 6.0%
Hong Kong $1,402 $3,200  $6,000 18.0% 15.7% 12.2% 12.4% 11.3%
indonesia $66 $600 $1,300 55.6% 34.7% 0.6% 2.3% 24%
Japan $2,602 $5,000 $9,000. 14.0% 13.2% 22.6% 19.4% 16.9%
Korea $19 $60 $175 - 25.8% 24.8% 0.2% 0.2% 0.3%
Mataysia $94 $130 $265 6.7% 10.9% 0.8% 0.5% 0.5%
Philippines $162 $500  $1,000 25.3% 20.0% 1.4% 1.9% 1.9%
Singapore $936  $1,500  $2,400 9.9% 9.9% 8.1% 5.8% 4.5%
Taiwan $2,476 $6.100 $12,500 19.8% 17.6% 21.5% 23.6% 23.5%
Thailand $893  $2,225  $4,500 20.0% 17.6% 7.8% 8.6% 8.5%
Vietnam $0 $13 $400 130.5% 113.8% 0.0% 0.1% 0.8%
Subtotal $8,946 $20,328 $40,740 17.8% 16.4% 77.7% 78.7% 76.6%
Europe . .
Untd Kingdm $1,667  $2950  $5.600 12.1% 12.9% 14.5% 11.4% 10.5%
Subtotal $1.667 $2950  $5,600 12.1% 12.9% 14.9% 11.4% 10.5%
Indian Sub-Continent
Andia! _$0 $400 _ $1.400 70.7% 45.8% 0.0% 1.5% 2.6% "
Subtotal $0 $400  $1,400 70.7% 45.8% 0.0% 1.5% 2.6%
Middle East ‘
Israel $5 $30 $70 44.5% 30.8% 0.0% 0.1% 0.1%
Turkey -$10 $35 $100 28.4% 25.8% 0.1% 0.1% 0.2%
Subtotal $15 $65 $170 34.4% 27.6% 0.1% 0.3% 0.3%
Total $11,512 $25823. $53,202 17.5% 16.5% __100.0% _ 100.0% _ 100.0%

Note: Five-year CAGRs and ten-year CAGRs use 2000 as the base year.
* We do not expect business In tndia-urtil 2001, five-year CAGRs and ten-year CAGRSs begin with 2001.
Source: PalneWebber estimates. N
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Exhibit 7: Premium Growth Rate Projection—Foreign Non-Life (S, millions)

2005 2010 % of Yotal
Country 2000E__ 200SE _ 2010E CAGR __CAGR 2000 2005 2010
Americas
Argentina $33 $55 $95 11.0% 1.3% 0.5% 0.6% 0.7%
8razil $624 $900 $1.300 7.6% 7.6% 10.4% 9.9% 8.9%
Canada $112 $425 $550 5.0% 5.2% 5.5% 4.7% 3.8%
Chile $44 $70 $110 9.6% 9.6% 0.8% 0.8% 0.8%
Colombla = ™ $63 $100 $200 9.8% 12.3% 1.0% 1.1% 1.4%
Ecuador $5 $12 $60 209% 29.2% 0.1% 0.1% 04%
€1 Satvador $18 $25 $60 T71% 12.9% 0.3% 0.3% 0.4%
Mexico $86 $175 $310 15.2% 13.6% 1.4% 1.9% 21%
Panama $14 $25 $35 11.6% 9.3% 0.2% 0.3% 0.2%
Peru $135 $300 $675 17.3% 17.4% 2.3% 3.3% 4.6%
Venezuela $37 $65 $105 120% __ 11.0% 0.6% 0.7% 0.7%
- Subtotal ©$1.391 $2,152  $3,500 9.1% 9.7% 23.2% 23.7% 24.0%
Africa .
South Africa $58 $100 $160 11.4% 10.6% 1.0% 1.1% 1.1%
Subtotal $58 $100 $160 114% 10.6% 1.0% 1.1% 11%
Australasia :
Austratia $83 $100 $135 39% 5.0% 1.4% 1.1% 0.9%
New Zealand $39 $55 - $85 7.2% 8.2% 0.6% 0.6% 0.6%
Subtotal $121 $155 $220 5.0% 6.1% 2.1% 1.8% 1.5%
Central & Eastern Europe
Bulgaria $2 $10 $30 43.8% 33.8% 0.0% 0.1% 0.2%
Czech Rep. $14 $25 $50 121% 135% 0.2% 0.3% 0:3%
Hungary 314 .$4a5 $130 26.6% 25.1%  0.2% 0.5% 0.9%
Poland $18 $45 $85 20.5% 17.0% 0.3% 0.5% 0.6%
Romania 3$2 $10 $30 40.0% 32.0% 0.0% 0.1% 0.2%
Russia $12 $25 $75 152% 19.8% 0.2% 0.3% 0.5%
Slovakia $1 $4 $25  42.1%  43.2% 0.0% 0.0% 0.2%
Subtotal $62 $164 $425 214% 21.2% 1.0% 1.8% 2.9%
Eastern Asla
China $23— $40 $100 11.7% 15.8% 0.4% 0.4% 0.7%
Hong Kong $164 $210 $305 $.1% 6.4% 27% 2.3% 2.1%
Indonesia $321 $400 $700 4.5% 8.1% 5.4% 4.4% 4.8%
Japan. $1,998 $3,000 $4,500 8.5% 8.5% 33.4% 33.0% 30.8%
N Korea $30 $65 $145 168% 17.1% 0.5% 0.7% 1.0%
Malaysia $92 $145 $235 9.5% 9.8% 1.5% 1.6% 1.6%
Philippines $22 $35 $50 9.6% 8.5% 0.4% 0.4% 0.3%
Singapore $78 $128 $150 9.8% 6.7% 1.3% 1.4% 1.0%
Taiwan $32 $65 $130 154% 15.1% 0.5% 0.7% 0.9%
Thailand $33 $680 $170 193% 17.8% 0.6% 0.9% 1.2%
Vietnam $1 - §7 $20  44.3% 33.4% 0.0% 0.1% 0.1% . .
Subtotal $2,794  $4,172  $6,505 8.3% 8.8% 48.4% 474% 457% >
Europe

Untd Kingdm __ $1,523 $2,045  $2,862 6.1% 6.5% 254% 22.5% 19.6% 5
Subtotal- $1,523 $2,045 §$2,862 6.1% 6.6% 264% 232% 20.1% i

indlan Sub-Coatinent )

Andia ! $0__ $180 $630  77.4%__ 48.3% 00%  2.0% 43%
Subtotal - %0 $180 $630 77.4% 48.3% 0.0% 2.0% 4.3%

Middle Eaat .

Israel $32 $85 $200 21.6% 20.1% 0.5% 0.9% 14%

Turkey $8 $30 . $90 - 294% 27.0% 0.1% 0.3% 0.6%

. Subtotal $40 $11s $290 - 23.4% 21.8% 0.7% 1.3% 2.0%

Total $5,990 $9,083 $14592  8.7% 9.3% 100.0% _100.0% _100.0%

Note: Five-yeac CAGRs and ten-year CAGRs use 2000 as the basa year.
' We do not expect business in India ia until 2001, five-year CAGRs and ten-year CAGRSs begin with 2001.
Source: PaineWebber estimates.
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Some Specific Opportunities

Appendix 1 discusses in more detail our outlook by country. This section highlights
some specific opportunities we see for AIG. These include product-specific opportuni-
ties as well as trends and themes we found recurring around the world, such as the
demographic shift, which favors savings products; the spread of free markets and
climination of trade barriers; and increasing acceptance of insurance as a savings
vehicle. Each of the following examples is not equally important, but together they
illustrate opportunities AIG has around the world.

Non-Life Insurance

AIG and Unibanco launched the first online insurance company in Brazil,

www.unibancoseguros.com.

AIG's market position in the rapidly growing Indonesian personal accident business
was strengthened by its acquisition of Lippo Life. And Indonesia is one of the few.
countries where motor insurance is not a compulsory product, allowing insurers to
select risks more carefully.

In Israel, AIG Golden, AIG’s joint venture with Orek (the “Yellow Pages” company),
has introduced direct selling to the motor insurance market and also is selling
homeawners, personal accident and other coverages. Motor is a very attractive class,
comprising 67% of the non-life market, with two-thirds of drivers buying comprehen-
sive coverages. Insurers will be able to retain more premium soon, as a central
reinsurance pool with a compulsory cession is being abandoned.

AlG's direct auto insurance operation in Japar, launched in 1997 through American
Home Assurance’s local branch, is expected to expand rapidly in the fast-growing
- direct-sales segment of the personal auto insurance business.

Tariff rating is gradually being dismantled in Taiwar; while this may reduce
profitability in the short term, it is a market opportunity for companies with strong
underwriting and pricing skills. ' :

Life Insurance

in Argentina, the second-largest market in Latin America, insurance penetration is
only 0.7% and only 15% of the population has a policy. The market grew at 16.9%
annually in 1993-98.

AIG-Unibanco, the fifth-largest insurer in Brazil, has introduced several new products
to Unibanco’s branch distribution system and expanded its marketing.

Chilean life premiums grew 11% a year in 1993-98; Swiss Re predicts that penetration
will rise by 0.8% of GDP, or $825-960 million, by 2005, a 5.7-6.5% annual increase.
AlG should grow faster; it was the fifth-largest life insurer in Chile, jumping from
eighth place in 1997; foreign companies are taking share from local companies.

China is promoting life insurance as the savings vehicle of choice. Total insurance
penetration is less than 1.5%, one of the lowest in the world. China has 22% of the
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world’s population and projected sustainable GDP growth of 7%. Further, the insur-
ance market in large cities is growing much faster than GDP because of economic
development and immigration from rural areas of China. AIG has doubled the number
of markets in which it operates in the past few months and expects to obtain ten new
licenses in the next two years if WTO passes.

. AIG purchased Lippo Life in Indonesia in 1999, and is now the largest insurer in the

country, with a 24% market share. AIG expects Lippo’s sales and profits to grow at
20% for the next five years in addition to the strong growth of its own company, AIA’s,
business, and its AIU subsidiary's development of the personal accident market.

Malaysian regulators are promoting private life and savings products to address the

aging society. Life penetration remains low, and AIG is the second-largest life insurer

. in this country of 22 million people.

In Peru, in 1993-98, the life market compounded.at 79% annually after deregulation.
Life insurance penetration is only 0.3%, nearly the lowest level in Latin America. AlG is
the market share leader in non-life insurance, and is the third-largest life insurer, with
an overall market share of 28% as of 1998.

In the Philippines, only 16% of the population bought life insurance as of 1997, a
percentage that is expected to increase. Life penetration is only 0.7% of GDP.
PhilamLife, 'AIG's life subsidiary, has by far the largest market share in the
Philippines—one-third of the market.

Romania has extraordinarily low life penetration—0.3% of GDP. With the second-
largest population in Eastérn Europe and an increasingly insurance-oriented mindset,
growth prospects are excellent. AIG Life Asigurar Romania S.A. expects to grow 600%
in 2000. :

Life insurance penetration in Russia also is very low—0.46%—and real life insurance
per capita is only $0.14. AIG is the leader in the fledgling individual life market; as
Russia’s economy improves and Russians come to view life insurance as more than a
short-term savings product, a good opportunity exists in this nation of 147 million

people.

In the Slovak Republic, insurers likewise expect to capitalize on the country’s low
penetration rate of 0.9% as the economy resumes growth.

The individual life market in Taiwan is still growing rapidly after an 18% per year
avérage increase for the past decade. AIG is ranked third in this market, with a 16%

- market share.

In Thailand, where AIG is the largest life insurer, with a 46% market share, the
company recently reaffirmed its expectations of a continued 20% growth rate. Only
12% of the population holds life policies. S

Despite its Istamic culture, in which life insurance is shunned, and a high inflation rate,
Turkey has one of the faster-growing life markets in U.S. dollar terms. This country’s
population of 63 million and its pro-Western arientation may make it an interesting

AIG-F 00185818

5,

it

PO

Wi o RN g et

3R A

g

i s

R A

EeE

A I

Lol

e

s

e R i gl 5

o



Confidential

American International Group May 8, 2000

Painchbbcr:

i

long-term target, despite the current dominance of local insurers and Italian and
German companies.

Vietnam, with a population of 78 million, has a goal of significantly increasing its
insurance penetration to 1%; the country currently spends only $1 per capita on the
product. Life sales quadrupled in 1999; AIA (Vietnam) Ltd. was the first American
company to received a license, in March 2000.

Opening the Market to Foreign Ownership

AIG was the first foreign ‘entrant to the Bulgarian life market after liberalization,
through AIG Bulgaria Insurance and Reinsurance Company in 1997. AIG also has
established AIG (Life) Bulgaria Insurance.

India passed legislation in 1999 opening the market to foreign insurers for the first
time. With 15% of the world’s population in an overregulated, underpenetrated,
underserved market, growth should be strong. Currently, foreign companies may only
own 26% of their investments, but that percentage is likely to increase aver time. AIG's
joint venture expects to write $500 million of premium by 2005.

Japar’s sickly insurance companies are likely consolidation victims. AIG bid on Aoba
Life but did not acquire it. We believe AIG may have another opportunity to partici-
pate in Japan’s life consolidation eventually.

Korea also is likely to allow minority joint ventures to be replaced with greater than

50% ownership.

Poland opened its market to foreign owners for the first time in 1998. Non-life
premium growth has been running 35%, with life growth 45%. Insurance penetration
is low—1.8% for non-life and 1.0% for life. AIG’s life company, Amplico Life, is the
third largest, with a 10% share. Amplico’s premiums grew 39% in 1999,

Thailand recently increased foreign ownership limits from 25% to 49% and will allow
100% foreign ownership in five years under the WTO agreement. AIG bought a 25%
stake in Charoen Pokphand Life Assurance Company in 1998.

AIG entered the market in Venezuela after legal reform allowed foreign ownership in
1994, writing through a joint venture with Banco Del Caribe Group, with a 1.7%
market share in 1997, :

Vietnam opened its market to foreign competitioh in 1999, acting with surprising
rapidity. Bao Viet, the state-owned insurer, lost its monopoly in 1998 and foreign
companies should gain share rapidly.

Deregulation

In Argentina, higher regulatory capital standards havetriggered consolidation, which
is expected to continue. .

In Coloinbia economic growth compounded at 24% in the 1993-98 period. After the
passage of Law 100 in 1993, three insurance classes were introduced to the-private
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sector that were previously the domain of the Institute of Social Security (ISS);
pensions, workmen’s compensation and heaith (general health and maternity).

Indonesia is now allowing insurers to invest up to 20% of assets outside the country.

The Japanese regulators in 1996 liberalized insurance rules to allow faster approval of
new products, which benefits more competitive insurers like AIG. We understand that
the product approval pracess has become significantly easier.

In Korea, life and non-life products are being freed from rate and form regulation, and
opening the market to more competitive savings products may gradually shift market
share from local companies to new entrants. Nonadmitted insurance is now being
allowed for cargo, marine hull, aviation and life.

Malaysia is likely to see more mergers as Bank Negara, the industry’s regulator,
introduces a stronger regulatory framework to raise capital standards. In addition, rate
and form deregulation is planned once the market has consolidated and stabilized.

In Romania, corporate insurance premium payments have been made tax deductible
‘for the first time, which should sharply increase the demand for insurance.

The Slovak motor market is being demonopolized in 2002; several licenses are
cxpected to be granted. The state insurer, Slovenska Poist'ovna, is expected to be fully
privatized in 2000. . - .

In Taiwan, significantly increased minimum capital standards are making consolida-~
tion likely, creating acquisition opportunities. In addition, investment restrictions have
been eased and a mandatory cession to Central Re may be phased out, increasing the
share retained by primary companies.

In Turkey, a mandatory 15% non-life cession to Mille Re, the former state reinsurer, is
to cease in 2001, While most of the Turkish non-life market is unattractively competi-
tive right now, the private market will capture greater premium flow. Turkey has a
strong personal accident market, one of AIG’s strong suits.

Venezuela is attempting to reform and liberalize its pension and insurance system; this
effort suffered a setback in early 2000 but reform may be on the long-term agenda.

Former Socialist Countries Developing Insurance Mindset
Bulgaria has the smallest life insurance penetration of any country we studied; its

population of 8.3 million has a penetration of only 0.2%.

AIG essentially created the life insurance market in China with its introduction of the
agency sales system in 1993. Penetration is still extremely low and life insurance is the
preferred savings vehicle in China.

The Czech insurance market as a whole is growing rapidly (31% in 1999); life
penetration is a very low 0.7% and life insurance grew 29% in 1999.
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The Slovak life market is extremely small, with penetration of only 0.9% in 1997.
However, Slovakia has transitioned more successfully than most former Eastern Bloc
countries from Communism, and Poist’'ovna AIG Slovakia is capitalizing on the shift
in consumer attitude.

Vietnam’s constitution was liberalized in 1992 and an insurance market began to
develop in 1993. The first life insurance license, to Bao Viet, a state-owned company,
was only granted in 1996.

Personal Accident Insurance A '
Personal accident, which we estimate is about 10% of AIG’s business in China, is a

rapidly growing market, doubling annually.

Although Ecuador is currently a “basket case™ economy, AIG is a market leader in
personal accident cover, with a 24% market share, and this business is growing nicely.

AIG’s joint venture with the Tata Group in India will introduce AIG's personal
accident product to that country.

In the Philippines this small market is growing rapidly and is being sold through
bancassurance.

Group personal accident business is becoming popular in Russia; AIG has traditionally
been very successful in emerging markets with this product.

Poist'ovna AIG Slovakia is a market leader in the attractive Slovak personal accident
market.

Personal accident is the most popular insurance coverage in Taiwan; AIG is the
number two writer with a 24% market share.

Personal accident also is the most popular product in Vietnam; 21.7% of total market
premium in 1998. But market penetration of this product remains very low, and
growth prospects are strong..

SunAmerica/Asset Mahagement

Brazil’s pension system is expected to be strained due to its aging population; private
savings, currently a small market, should grow and create an opportunity for retire-
ment products. In 1999, AIG and Unibanco bought a 50% interest in Prever S.A.

Seguros y Previdencia, the second-largest private pension provider in Brazil.

China is a vnrgm market for retlrement products. the state-run coaperatives are
underfunded and the government is encouragmg private savings. While currently only
5% of insurance assets can be invested in equities, we expect inore asset classes, such as
mortgages, infrastructure development, and corporate loans to be added. Eventually,
we believe some investment outside the country will be permitted.

In the Czech Republic, AIG launched a series of mutual funds in 1999, targeting the
newly deregulated life and savings market.
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Indonesia in 1999 deregulated life products to allow up to 20% of assets to be invested
overseas.

In Japan, AIG is aggressively marketing ALICO as “The Retirement Specialists,” as the
- market shifts to defined contribution plans and as it seeks to attract annuity buyers
among individuals in some occupations who receive lump-sum pension payouts.

Romania expects 10 make individual retirement products legal and to implement
related tax-incentives in 2001, With the second-largest population in Europe, Romania
has the potential to develop a robust retirement market.

The development of a private retirement market is important to Russia; its state
pension system cannot meet its obligations. Insurers have little involvement in private
pension products today but this area is a potential opportunity for AIG.

In Taiwan, investment restrictions on life products that limit foreign assets to 10% are
being eased.

In Thailand, AIG revived its investment advisory arm in 1999, purchased a troubled
finance company, and participated in private equity and Financial Sector Restructuring
Agency auctions.

Pension Privatization/Mandatory Pensions

El Salvador has privatized its pension system, instituting a new mandatory private
pension system.

Hong Kong’s Mandatory Provident Fund, which requires the formation of private
pension plans, is expected to create an additional 2.2 million policyholders and
contributions of $1.54 billion by the end of 2000, the first year of operation. Into this
expanding market, AIG, the largest life insurer in Hong Kong, is launching new mutual
fund and annuity products designed by its SunAmerica unit.

AIG Private Bank has been extremely active in Europe and Asia, capturing high-net-
worth customer funds and launching a closed-end private equity [PO to draw-in
money from newly privatized state pension systems, especially in Italy.

In Romania, company pension funds are now mandated, with workem'required to
contributed 10% of their wages. ‘

Lump-Sum Retirement Plan Payments

Ecuador’s pension system permits lump-sum payouts on retirement, upon which AIG
may eventually be able to capitalize once the economy recovers from its current crisis.

Private retirement plans are not mandated in India, but companies often provide
private plans that cash out beneficiaries with lump sums at retirement—an opportu-
nity for annuity writers.
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In Singapore, the Central Provident Fund cashes out beneficiaries at retirement age.
SunAmerica has entered this market to provide a multi-manager annuity product,
sirilar to its Polaris annuity, to Singaporeans.

E-Commerce Initiatives

AIG has created a cross-organizational group whose mission is to find and maintain
effective ways to use the Internet in the company’s relationships with consumers,
brokers, risk managers and life insurance agents worldwide. This group reports to
President and Chief Operating Officer Evan Greenberg, who established this division
within AIG.

The evolution of this group illustrates two of AIG’s core strengths: adaptability and
sharp focus on creating profit centers, not cost centers. Over the past three years, the
company has adapted its Internet strategy in two key ways. First, it recognized early
that information technology professionals—that is, software and hardware experts—
were essential for shaping the initial effort but that ultimately the group needed
insurance professionals as leaders. Management responded by having IT team
members report to insurance marketing managers rather than the other way around.

Second, management understood early on that a business-to-consumer model should

‘not be pursued to the exclusion of a business-to-business model. The ability to sell

insurance direct to consumers via the Internet is a business AIG needs to be in and
wants to dominate. Less certain are how big the business will be and when it will start
to show significant returns. The immediate potential benefits of business-to-business
Internet applications are easier to see. Already, for example, it is successfully using e-
Writer to help it access the commercial middle market via a simplified application
process.

Ultimately, management’s attitude toward e-commerce is that the company has to be.

willing to spend the money to keep abreast of developments that ultimately are most
likely to pay off, but its focus, as always, is on return on investment (ROI).
Management is interested not in an increasing number of Web page hits per day, but in
premium dollars being generated and transaction and service costs being saved.

The approach to designing the best possible systems has been eclectic. AIG has had a

staff dedicated to shopping the world for the best e-commerce pioneers and designs
with the dual mission to access the best technology and to make profitable investments.
Using its vast resources, the company was an early investor in numerous Internet
ventures. The result was a classic AIG win-win. It achieved its primary goal of gaining
unlimited access to a broad range of the most innovative, cutting-edge developers of

insurance-specific Internet applications—including those it hoped to compete with as

well as partner with—and it profited on the investments that gave AIG access. AIG has
then used the intelligence gained through having these investments to design its own
systems under the guidance of insurance marketing executives who came out of AIG’s
Mass Marketing Division, the division responsible for the company’s direct auto
insurance operations. )

The commitment to these Internet initiatives' comes from the top. In our opinion,
AIG’s entrepreneurial tradition was ideally suited for encouraging the development of
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an Internet strategy in which flexibility is essential. The team members responsible for
this effort have had direct access to Mr. Greenberg, who has placed the highest priority
on staying at the forefront of this evolving business médium. Management under-
stands the need to commit the resources necessary to get and stay a step ahead of the
competition in e-commerce.

In a related move, AIG recently committed $1 billion of investment over five years to
General Atlantic Partners LLC. The Greenwich, Connecticut-based venture-capital
firm has a 20-year track record, including such picks as Priceline.com Inc., E*Trade
Group Inc., Legent Corp. and Sierra Online. AIG also acquired a 5% stake in the firm,

- which already had $6 billion invested and $3 billion available.

AlGhasa thrée-prongcd Internet business model:

® Provide consumers and small businesses with quotes, mformatlon and applications
via aigdirect.com.

& Communicate with existing commercial insureds and prospects via aigonline.com.

® Support brokers via accessaig.com to streamline face-to-face connections as well as™
electronic relationships with clients and relieve them of having to maintain cabinets
- full of forms.

AIG stresses that it is not interested in becoming yet another insurance-product
aggregator such as InsWeb. The goal is to encourage -persistency among AIG
customers, not so much by going directly 1o the consumer as by cementing business-
to-business relationships.

The unanswered questions are: Just how much new business can AIG hope to generate
via the Internet, how much savings can it realize, how much old business can be
migrated into this lower-cost channel without sacrificing it altogether, and how fast
can it all be done? The entire industry is grappling with these questions, but in our
view AIG will not be one of those companies that will one day be wondering whether it
was too timid in getting into the game or too unfocused. Its core business-to-business
focus is taking cost out of the distribution process and streamlining the underwriting,
administrative and claims processes. A long-term goal for cutting costs is to migrate as
much communication as possible away from telephones and onto computers via the
Internet, a far less expensive pipeline.

On the personal auto insurance side, one reason to believe AIG can be more successful
than its competitors in its Internet efforts is that it already has dual successful distribu-
tion channels. It has independent agents, and through the Mass Marketing Division, it
has established direct-to-consumer expertise. Unlike some of its rivals, it does not have
the issue of channel conflict by virtue of not having career agents. This lack of conflict
has made it possible for AIG to move quickly in building AIG Direct.

An Underwriting Culture -

In discussions with scores of transaction participants, both inside and outside of AIG,

.the consistent theme that emerges is that of a company that sets strict underwriting

profit targets, monitors progress on a daily basis, and never misses the smallest
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opportunity to protect or widen the profit margin. In short, AIG at its foundation truly
is first and foremost an underwriting culture.

An underlying theme is management’s single-minded focus on finding out bad news
long before it has a chance to hit the bottom line. Mistakes are tolerated; mistakes
concealed or allowed to grow out of control are not. This pervasive, consistent focus is
infused at every level and motivates employees to monitor results in their own areas to
detect problems even before they become reportable problems.

Everyone we talked to throughout the organization expressed an awed respect for the
chairman’s grasp of detail throughout the company—of the time and devotion
required to maintain that level of intelligence—and of Mr. Greenberg’s ability to cut to
the heart of any problem quickly and with searing clarity. The desire to rob him of the
ability to find the fatal flaw in a report or a proposal is palpable. Several AIG veterans
told us that even unpleasant encounters with Mr. Greenberg left them feeling subtly
flattered that they were considered worth his attention and that they had gained
something of value from the encounter. ’

Understanding how top management motivates its division heads, however, leaves
unanswered the underlying question: Exactly how do these operating managers
respond to meet the demand for superior performance? Four key areas where a
manager can control expenses are:

W Accurate underwriting in terms of risk selection, pricing and reinsuring the risk.
o Loss adjustment expense control.

u Commissions and fees paid to intermediaries.

® Salaries and related expenses.

Exhibit 8: AIG Reserve Development

1999 1998 1907
Eamed Premiums $15543.8 $14,0980 $12,421.0
Losses Incurred $11,737.5 $10,6567  $9,356.2 -
Prior Development {$3684.0) ($261.0) ($376.0)
AY Loss Ratio 78.0% 77.6% 78.4%
Points of Delopment -2.47 ~1.99 -3.03
Per Share (in §) (§80.16) __ ($0.12) ~_ (80.16)
S Company financial st and PW esti

Shown in Appendix 2 are reserve triangles for 1998 reserves for National Union Fire,

American Home, AIU, the Lexington, Transatlantic Holdings and 21st Century
Insurance. The pattern that is apparent is that AIG's reserves have consistently
developed favorably, although market conditions in the 1997 and 1998 accident years
are not likely to produce similar levels of redundancies as peak cycle years of the past.
This is consistent with management’s ¢choice to nonrenew certain business in 1999 due
to inadequate pricing.

. Thevability to consistently make profitable decisions about what to underwrite and

how much to charge is not, by itself, cnough of a unique skill to explain all of AIG’s
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success. In our view, where AIG pulls away from the pack is in its follow-through on i
how it handles the business, once it has been won—from helping the insured prevent
losses to cutting the costs imposed by intermediaries, keeping claim payouts to a
minimum and controlling operating expenses.

Equally important in adding to AIG’s competitive edge is the company’s sophisticated
use of reinsurance.

Reinsurance—A Powerful Profitability Tool

AIG is one of the—if not the—waorld’s largest buyers of reinsurance, and these transac-
tions have a significant impact on its economics. Reinsurance is one of the essential :
tools that AIG uses to manage its exposures, maintain consistent earnings growth in a B
volatile industry, and maintain control of the customer. Because reinsurance relation- £
ships and transactions are private, and often have a multiple-year impact, only limited
conclusions can be drawn about the impact of reinsurance. Nevertheless, the subject is
important to consider. In this section, we address the broad issues of how AIG uses
reinsurance:

® How extensively does AIG use reinsurance?
# How does AIG benefit from using reinsurance? -
® How stable are the company’s reinsurance relationships?

Our conclusion on the first issue is that AIG cedes about thé same percentage of
reinsurance as its most comparable peers—companies that write large commercial
programs (ngna and Zurich)—but due to its sheer size,”may be the world’s largest
buyer of reinsurance. i

On the second issue, we believe that AIG is able to successfully stabilize its earnings,
access reinsurers’ underwriting capabilities and manage its tisk exposure through
reinsurance at a below-average cost because of its own low cost structure, scale and
skill in reinsurance program structuring.

On the third issue, the evidence is that the company has a stable reinsurance program
consisting primarily of core relationships with several reinsurers. We also believe that
AIG’s diligence in maintaining a low cost structure by definition includes capturing the
value of anomalies in reinsurance pricing and capacity. However, the company is also
extraordinarily credit-sensitive and aware of the risks of trying to save money by
adding cheap capacity from matginal players. We do not believe that AIG follows a
strategy of reinsurance “arbitrage”; in fact, the evidence is that AIG'’s reinsurers make
money over time, and its business is sought after in the market.

E

In general, the reinsurance business is evolving toward a model where capacity and .
_skills matter more than relationships. Therefore, like many, if not most, reinsurance
buyers, AIG has narrowed the range of reinsurers with which it does business, moving

away from the standard industry practice of diversifying risk among many reinsurers,
including by definition some rated lower than itself, in favor of a more limited number

of long-term arrangements with the largest, most sophisticated reinsurance providers.
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Use of reinsurance. In Exhibit 9, we shed light on how much reinsurance AIG

urchases. Over the five years through 1998, the amount of gross written premium
ceded to AIG’s nonaffiliated reinsurers averaged 31%, with the proportion declining to
26.7% in 1998 from 33.8% in 1994. As much as one-third of this might represent
reinsurance for captives.

Exhiblit 9: Premiums Ceded (Non-Affiliated) to GWP Ratios

1998 1997 1906 1995 1994 S Vr Avg
AIG 26.7% 29.7% 316% 330% 33.8% 31.0%
Chubb 75% 30% 150% 242%  24.7% 14.9%
Cigna 326% 282% 29.8% 326% 30.4% 30.7%
CNA 122% 102% 122% 7.1% 75% 9.8%
Hartford 7.7%  97%  96% 103% 10.8%  9.6%
Liberty Mutual 19.9% 12.0% 152% 16.1% 21.2%  16.9%
Travelers 16.3% 16.7% 21.5% 269% 26.7% 21.6%
Reliance 49.4% 466% A453% 423% 40.8% 44.9%
St. Paut 96% 7.9% 126% 124% 145% 11.4%
Zurich 34.2% 289% 24.7% 353%  16.9% 28.0%
Avg ex AIG 21.0%  18.1%  207% 23.0% 21.5% 20.9%
Source: Y 2 and.PW estif :

In Exhibit 10, we illustrate that AIG has been ceding less reinsurance relative to its i
premiums than previously. Comparability in the reinsurance line can be affected by
various items: the amount of captive business, the underlying business mix, the split

" between proportional and excess reinsurance, the underwriter’s risk appetite, and the
specifics of rates, terms and conditions. Any of these factors could be affecting AIG’s
results; our most likely explanation is that the difference relates mostly to: 1) the
growing proportion of short-tail business, such as auto insurance, in the bool; and 2)
the company’s increasing consolidation of its reinsurance programs, which is produc-

. ing higher aggregate retentions: A decline in the percentage of premium ceded during a
soft market also supports the observation that AIG is not engaging in reinsurance
arbitrage.

Exhibit 10: AlG's Net-to-Gross Ratio
AlG's Net to Gross Ratio

s0.0%

60.0% {--

i e hda s

40.9%

200%

°0%

184 1097 1906 1996 1904

Source: Statutary fi i and Pai t

The past few years have shown a shifting pattern in retentions throughout the industry.
Many insurers decided in the mid-1990s that reinsurance retentions tad not kept up
with the growth of their capital and risk appetite. This frequenty resulted in an
increase in retentions. Other insurers increased retentions out of a desire to show more
premium growth. A few insurers have reduced retentions. For example, ACE Limited
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and XL Capital began using reinsurance to protect their net underwriting line when it
became very cheap in the late 1990s. In recent years, Reliance was fronting an
increasing amount of business, retaining little more than the credit risk on business it
wrote and, in some way, acting almost as a broker. This strategy ultimately led to its
involvement in Unicover, in which concentrations of credit risk grew so excessive that
they nearly brought down the company. In short, there are a variety of reasons for
fluctuating retentions and .companies are rarely comparable to one another. In Exhibit
11, we show the average percentage point change in premium ceded to unaffiliated
reinsurers between 1994 and 1998 for a group of AIG’s peers.

Exhibit 11: Change in Average Retention—1994-98 ' .

Ch inA ge R ¢,

1994-1998
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Source: Statutory financial stalements and PaineWebber estimatas.

To illustrate just how big a factor AIG is in the reinsurance market, we think it's worth
putting AIG’s cessions in the context of the global reinsurance market. The company
ceded a total of $4.69 billion in premium to nonaffiliates in 1998. As shown in Exhibit.
12, the closest any of its nine major commercial-lines rivals came to that level was
Reliance, with $2.28 billion. Accordingly, we estimate that AIG’s cessions in 1998
totaled about 3.5% of the world’s estimated total direct premiums written by reinsurers.

Exhibit 12; 1998 Total Premium Ceded
1898 Total Premium Ceded
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Source: Statutory financiat statements and PaineWebber estimates.

Reinsurance benefits. We believe that AIG is able to successfully stabilize its earnings,
access reinsurers’ underwriting expertise, and manage its risk exposures through
reinsurance at a below-average cost because of its own low cost structure, scale and
skill in reinsurance program structuring. This is particularly important given AIG’s
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fong-standing history as a product innovator. Because of its scale and reinsurance-
puying expertise, AIG is able to use reinsurance cost-effectively to create unique,
untested coverages while limiting exposure to any unsuccessful product experiments or
to markets that suddenly turn against the insurer.

AIG's sheer buying power makes it an effective negotiator in terms of both price and
risks to be.placed. AIG can thus use reinsurance to stay on the new-product cutting
edge without taking inordinate risk. In addition to AIG’s importance as a large
customer, the company has earned preferred treatmnent from its reinsurers due to
decades of superior performance in the fundamental business of selecting risks and
genérating consistently positive underwriting resuits. In other words, while AIG’s use
of reinsurance is a critical element in its success formula, it is subordinate to the
company’s outstanding underwriting and marketing skills. As shown in Exhibit 13,
AIG’s gross and net combined ratios both typically are lower than the industry’s.

Exhibit 13: AlG vs. Industry Combined Ratio Hlstory

AIG vs Industry CR History
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Source: A.M. Best and PaineWebber estimates.,

AIG has prospered by building a reputation as a market that is unafraid of tackling
tough risks. Yet AIG has consistently escaped the poor results and volatility some
insurers adopting this strategy have incurred (refer to Exhibit 14). Further, although
AIG is a major buyer of reinsurance, it does not follow the Lloyd’s strategy of
maintaining only minimal net retentions. AIG has followed a two-pronged formula
that has allowed it to grow faster than the industry over time.

When possible, AIG's strategy is to accept risks that command higher rates because few
markets would be willing or capable of writing them, then to reinsure under favorable
terms in order to limit the downside risk. Thus, while AIG, at first blush, looks like it
has a high appetite for risk, in reality the company is more conservative than many of
its competitors. When AIG wants to write a new program in the commiercial market
involving unique terms and conditions, it will do so aggressivély, but only with strong
reinsurance backing, ceding as much as 75% of an untested risk. Ultimately, however,
this strategy works because AIG knows how to charge the right price across its book of
business and quickly discontinues any products that are not working.
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The second prong of the strategy comes into play when market conditions are poor. In
that situation, the best way to maintain a presence in critical markets is by reducing
retentions. However, the company does not attemipt to aggressively arbitrage its
reinsurers to grow rapidly in such a market. Rather, AIG accepts less primary business,
and selects risks to produce acceptable results on the book it is maintaining.

AlG's reinsurance strategy evalved during the hard markets of the mid-1970s and early
1980s as a way to establish itself in the commercial market at the expense: of its
competitors. AIG companies stepped into a market being abandoned by its major
multi-line competitors; reinsurance supported high levels of growth. Even in the

- -  current environment, when possible, AIG chooses to underwrite entire risks directly
and to reinsure the portion it doesn’t want to retain, rather than walk away from an
opportunity entirely or underwrite only the portion it can retain, leaving the rest for
other primary carriers to accept.

The key skills AIG fosters in reinsurance purchasing are getting the right, tailor-made
structure and price, knowing what net retention to target in a market, and how to
optimize placements to achieve an ideal risk/return profile.

AIG is centralizing its reinsurance strategy. About two renewal seasons ago, AIG's Risk
Management Division, in light of competitive reinsurance pricing and a softening
primary market, bundled its facultative reinsurance placements into a single treaty to ¥
be placed with a consortium of the largest reinsurers. In 2000, AIG consolidated much
of its reinsurance buying into a single multiyear treaty with a group of core reinsurers.
A consolidating strategy has been an increasing trend in the industry; AXA made a
similar move during 2000 renewals. Using these strategies, the costs for both AIG and
the reinsurers are reduced by eliminating the individual underwriting process of
facultative reinsurance or multiple annual treaties, and the reinsurers are guaranteed a
stable source of business. This strategy amounts to locking in a reinsurance line of
credit at a time when rates are low. It further narrows the list of reinsurers the
company does business with, raising the average credit profile, and lowering the cost of
reinsurance administration, collections and credit-monitoring.

Perhaps the greatest benefit AIG derives from a more centralized reinsurance strategy ;
is that it further increases the pressure on underwriters to do a better job evaluating the -
primary risks. The bundling process, to be effectively coordinated, means underwriters B
face a greater degree of scrutiny in terms of the business they are writing and the terms
they are agrecing to on what they cede. In other words, it is just one more motivator
“for maintaining the company’s underwriting discipline, which even more so than sheer
volume is ultimately what makes AIG such an attractive customer to reinsurers.

Another more subtle way AIG benefits from its dominant role in the reinsurance
market is its ability to influence a reinsurer that may be looking for ways to reach the - i
primary market directly—a growing trend among reinsurers. Clearly, a reinsurer
-involved, for example, in capitalizing a potentially direct competitor of an AIG division
or writing direct itself has to weigh the benefits against any possible negative impact on
its relationship with such a large client.”

The success of this centralization effort, enhanced by AIG’s skills in transacting busi-
ness electronically, is being extended to the rest of the company. The opportunities for
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savings are extensive. Challenges in extending the program include the company’s
international scope and complexity, as well as established relationships between divi-
sional reinsurance buyers and their preferred providers. Bundling diverse risks from
multiple lines of businesses and regions requires global coordination.

From the reinsurer’s perspective, this strategy is more efficient. It does reduce the
transparency of the risks being ceded and also lowers the total amount of premium
available to the reinsurance market. However, because AIG’s core reinsurers are
gaining an increasing share of its program, the market has been accepting of the
change. In the long term, the new reinsurance-buying approach creates even more of a
partnering arrangement between the company and its key reinsurers. B
In recent years, AIG also has fine-tuned and centralized its internal reinsurance-
management practices, monitored by an internal reinsurance security committee that
reviews reinsurance positions on a monthly basis.

Stability of reinsurance program. AIG has maintained stable relationships with a
core group of reinsurers over time. Reinsurers generally view AIG as a preferred cus-
tomer not only because of the volume of business AIG generates but also because of its
profitability. AIG wauld not be able to maintain its level of reinsurance cessions in the
market if the companies assuming the risks did not profit over time, if not on every
cession.

" AIG is very credit-sensitive, and predictably, the list of reinsurers assuming the largest
" amount of premium from AIG divisions has been dominated by major, highly rated

compariies: Swiss Re, SCOR Re, General Re, Employers Re, Munich Re’s American Re
and Hannover Re. .

In Exhibit 14, we show premium ceded to and outstanding recoverables from AIG’s
major reinsurers in 1998 (for the consolidated company) and in 1999 for AIG’s major
subsidiaries that file U.S. statutory statements (consolidated blanks were not filed at
our report date). Included in the list is an intercompany pool, American International
Underwriters Overscas Association (ATUOA, based in Bermuda), maintained by AIG.

Exhibit 14: Top Ten AIG Relnsurers Ranked by 1998 Premiums Assumed
. lums % of Helnsurance % of

Reinsurer A d Total R bl Totat
AlUOA $1,074,479 229% $12084,81S 92%
. Eurapaische Ruck. Zurich $429841 9.2% $429.839 31%
‘Overseas Partners L1d. $414,737 8.8% $147.239  1.0%
Swiss Relnsurance America $125061 2.7% '$283,665 2.0%
Employers Reinsurance - $120479 2.6% $319.244 2.3%
AXA Reassurances $116,874 2.5% $871,1390 6.2%
American Reinsurance Co. $95770 2.0% $337511  24%
Scor Reinsurance Co. $78240 1.7% $175,030 12%
General Reinsurance Com. T §71316  1.5% $505,542 3.6%
€ & § Reinsuance (ireland) $64,995 1.4% $269,517 1.9%
Top 10 $2,601,792 55.3% $4.623,541  32.9%
Total $4.688,841 $14,038,179
Source: y financial and PW estl

Highly disciplined underwriting skills also are at the heart of why reinsurers value
AlG’s business. Over time, the business being ceded is profitable. As shown in Exhibit
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15, the loss ratios on the business AIG cedes to reinsurers generally track with those of i
the business it retains.

A look at the loss ratios on the business AIG cedes puts to rest the question of whether
reinsurers profit in the long term from their dependence on AIG. As shown in Exhibit
15, the average percentage-point difference between the loss ratio on the ceded
premiumi and the net loss ratio for AIG and its nine predominantly commercial-lines
rivals is 8.2% in favor of the reinsurers for the five-year period through 1998. For AIG,
the comparable number is an even more favorable 13.1%. In other words, in recent
years, AIG has by no means saddled reinsurers with the less desirable portions of its
business, although the trend reversed in 1998 when the loss ratio on ceded premiums
~ was 6.5% higher than the net loss ratio.

It should be noted that these numbers are based on annual statutory filings and
therefore reflect calendar year results, as opposed to accident-year results. Therefore,
loss ratios correspond to the reported calendar year results shown, rather than the
more meaningful accident-year statutory Schedule Ps. In addition, IBNR (incurred but
not reported) factors applied to ceded reinsurance may be developed differently than
those on retained business, and IBNR is not always ceded. Therefore, this illustration
may not perfectly represent AIG’s reinsurance activity in a given year. But we believe it
broadly illustrates that AIG cedes profitable business to its reinsurers over time.
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{ Exhlbit 15: AIG Premiums Ceded vs. its Commercial Lines Peers
< B
Totel Premiume Total Noo-Aft Dift:
Gross Written  Premiume  Ceded to Non-  Premium Ceded Gross Ceded Caded -
aQ Promiums Ceded At Coded/GWP  ProavGWP LR LR Neot LR Net
H 1998 $17,557.904 $6,467.540 $4.688.841 36.8% 267% 852%  89.7% 82.6% 6.5%
) 1997 $14,931,302 $5,160,902 $4.441,656 34.6% 29.7% 742% 63.68% 81.6% -17.9%
1996 $15,001,963 $5,473,302 $4,753,899 36.3% A% T76% 68.3% 82.3% ~14.0%
. 1995 $14,834,148 $6,181.484 $4.832,999 41.4% 330%  756% 66.2% 61.3% -15.1%
‘ 1994 $13,826,296 $5.755.376 $4,679,959 41.6% 33.8% 61.9% 66.3% 91.4% ~25.0%
AvG ¥15.262.311 45,807,721 §4,099,471 382% 3L0%  TaAX  TOT%  83.8% -13.1%
Totel Premiume Tatat Non-Att oitt: )
Groes Writtan. . Premiuma Ceded Lo Non-  Premium Cadod | Gross  Ceded Codtg-'
B Chubb Preciume Ceded At Caded/GWP  PremV/GWP LR w Net LR Nat
? 108 $5,165,407 $386,162 $385,162 7.5% 78% 72.8% 98.3% 70.8% T6%
‘ 197 $4.962,435 $149.396 $149,306 3.0% 3.0% 66.1%  S40% 67.0% ~2.1%
1006 $4,962,648 $746,288 $745,288 15.0% 15.0% 659% S78% 67.7% £9.9%
1986 $5,031,226 $1,218,026 $1.218,026 242% 242% 635% 60.5% 64.4% 3.9% )
1004 $4.737,991 $1.171,383 $1.171.383 24.7% A4.7%  60.1%  T762%  66.7% 9.6%
AVG 84,072,160 $734.261 $734.261 14.9% 149% 876% 80.8% 67.3% 22%
Tatat Premiums Total Non-Att oitt.:
Groes Written _ Premiums Caded to Nan-  Premium Ceded  Gross Ceded Ceded - :
clana Premiums Ceded At Ceded/GWP___Prem/GWP LR LR NetLR  Net
1088 $2T66,769  $1.101.465 $000.954 39.6% 6% T40% TII% TITR  SS%
1997 52622836  $1.106,196 $738.914 2% 282% 68.9% 664% T0OTR 4%
1908 $3.013.019 $1.341,530 $699,104 44.5% 298% 719% 69.9% 831% 23.2%
1996 $3,672,743 $1.863.855 $1.203.835 54.0% 328% T26% S3.6% 67.0% ~28.5%
1904 $4.270,043 $1,964,709 $1,298,119 48.0% 304% Y70.0% S52.7T% B4.4% Q1.7%
AVG $3,260,262  "$1,490.511 $1,008,185 45.3% 30.7T% T16% 6310% Te.4% ~16.4%
Total Premiume Totat Noa-At( Dift.:
Gross Weitten  Premiums  Ceded to Non-  Premium Coded ' Grows Caded Ceded - -
CNA Premiums Ceded Al Coded/GWP  ProevGWP R LR NetLR Net r
1998 $8.361.141 $1,022,890 31,022,880 122% 122% 75.8% 47.6% 79.6% B2.2% .
ne s 1987 $8.085,115 $823.721 $823,722 10.2% 102% 81.1%  60.6% 82.0% 12.4%
1993 $7.836,630 $955,402 $855,403 122% 122% 79.1% 70.1%  80.2% -10.1%
1995 $7.350335  $520.633 $520,833° 71% 1% 806%  T7.9% BLO% - .A4%
1994 - $7.091669 $530,891 $530,831 75% I5% _TT2%  738% TIS% _ -3.6% .
AVG  FT4gSE  $TTOTIS $770,736 8% Q8% TRE%  6T.6% 80.1%  -1239% 4
. H
Totat Premiums Towl Non-Af{ ) OHtl.: !
Gross Written  Premiume  Ceded to Non-  Premium Ceded Gross  Ceded Ceded - .
Hartford Premiume Cedod At Coded/GWP  Prem/GWP LR LR Net LR Net ‘
1998 $5,482,858 $615,504 $497,249 8.5% 11% 745% €0.0% 760%  -16.0% :
9T $6523400  $§752,081 $629.979 115% T% T03%  S5T% T2T%  -16.5% - :
1986 $6491.559  $748,150 $625.357 11.5% 8.6% 7298% 553% 752%  -19.9% :
1985 96,456,390 $reezz2 $662,691 12.1% 103% 09.8% OLI% T12%  -10.0% :
1994 $6.487,790 . $839,319 $699.185 12.8% 10.8% "72.6%  64.4% 74.0% 0.6% ‘
AVG  S8AS4IW 747455 s622,002 11.5% 0% T20% 503N TATX  -144% i
: H
' !
{
. Continyed on p. 40. .
H
i
: _.“._....__.._i
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Exhibit 15 (continued): AIG Premiums Ceded vs. lts Commercial Lines Peers

Y

Tout Premiums Tots Non-An ol
Grogs Writtan  Premiume Ceded to Non-  Preavium Ceded Groes  Ceded Coded -
Uiberty Mutust Premiums Caded An Coded/GWP  PremGWP (LR LR NetlR et
1998 $8,176.383  $1.659,484  $1.627.354 20.3% 199% 846X  1M19% 91T%  202%
1997 $6.751.731 $830.814 $812.836 123% 120%  915%  999% 90.1% 0.9%
1996 $6.082.366 $840,100 $927.491 15.5% 1B2% 910%  863% 91.9% -5.6%
1908 $6430.786  $1.045465  $1.034.397 ~46:3% 16.1%  863%  T7.4% B34%  -11.0%
1994 $6.749.512 $1442.251  $1.431.130 21.4% 21.2%  854%  68.4% 904%  22.0%
Ave $6838156  S1183623  $1.166.642 [P ALY 160% 896% -888% 90.5% %
. Totat Premivos Total Non-All ow:
Gross Written  Premlums Caded to Non- - Premium Ceadad Groes  Ceded Caded -
Travelbrs Premiums Ceded At Coded/GWP  Prom/GWP LA LA NetlR  Net
1898 $9.960,580  $1.666.202  $1.624.823 16.7% 163% T68% T25% 784% S9%
1997 $9535.955  SLEI.144  $1.580.131 wan 16T% TEIN  T4d% TITHR A
1996 $9.466.331  $2032,197  $2034.583 215% 215% T62%  67.3% 789%  -11.6%
1995 $5,100,708  $1414.605  $1,370,103 21.7% 2% 7% 555% T6a%  -20.6%
1994 $5.237.610  $1512.483  $1,395,989 28.9% 26T%  T49%  €83%  T8.3% -80%
AVG STH06FT 51,851,726 31,603,146 24% 216%  TEIX GTE% ITS% 4%
Yotal Premiume Total Non-Aft o
Gross Writtsn  Pramiums Cededto Noa-  Premium Cedod  Gross Coded Ceded-
Betlance Promiume Ceded At Coded/GWP  Prem/GWP LR LR NettR  Net
1998 $4.615712 52261750  $2.280,99¢ 494%  494% TIT%  €5T% T68%  -11.0%
1997 $3.726,495  $1,745,334 $1,738.090 46.6% 466% 671% 618% 79X -102%
1996 322127 $1495611  S1462,092 46.3% 453%  705% TITR  67.5% 6.2%
e 1995 33.066.750  $1.297.686  $1.297.687 42.3% 423%  T20%  772% 61.S5% 2.8%
1994 $2.893.907  §$1.220,710  $1.220711 40.8% 408%  T04%  743%  66.3% 78%
AVG $3,526,993  $1,608,218 31,600,075 4sa% “4I% T03%  70.5% 70.0% 05%
Total Premiums Totat Non-Aft ot
Gross Weittea  Premiums  Ceded to Non-  Premium Ceded  Gross Ceded Ceded -
ST. Peul Premiums Cedad Att Coded/GWP  PreaVGWP LR LR NetlR  Net
1998 $6.789.499 $817,162 - $652,100 12.0% 96% TIK  684% TSE%  Ta%
1997 $4.324.650 $349,086 $340.273 8.1% 7% 730%  643% TSYT%  114%
1996 $4.692,107 $563,120 $592,687 12.6% 126% 77.4%  S4T% 61.8%  27.4%
1905 $4,304.033 $535.372 $535,525 12.4% 124%  792% | 616% 8168%  .203%
1994 $3.872.181 $564.472 $563,033 14.6% ° 145% 866%  833% 87.1%  -38%
AVG $4,796,674 $572,026 $536,764 12.0% A% TROX  664% BO4%  -140%
Totatl Pramiums Total Non-Ar ot
Groze Writtan  Premiume Cededto Non-  Premium Cadad Gross  Ceded Caded -
Zurich Pramiums Caded At Ceded/GWP __ Prem/GWP LR LR NetLR Nt
1908 $2.484,375  $1.168,166 $849,870 478% 342%  824% 'a_:mx 87.6% 55%
1997 $2.746,381  $1,196.876 794,885 Qae% 289% BLI%  76.1% 654%  -73%
1996 $2765401  $1.138.540  '$683.849 41.2% 247% 773% 695% 630%  -135%
1995 $2691.763  $1,308.814 $950.642 48.6% 3I53% 796%  TOTR BEI%  -1ST%
1994 $1.497.681 $481.704 $253.723 32.2% 169% O3.7%  101.9%  67.0%  14.8%
AVG $2437.124 . $1.062.820 $706,594 ars 280% BA4%  BI6% 85.9% Q7%
Totat Premiume Yatal Non-Aff o
Groas Writtan  Premiums  Ceded to Non-  Premlum Ceded. Gross Ceded Ceded -
Avg Totwls Premiums Ceded Al Coded/GWP _ Prem/GWP LA LR NetlR  Net
199 $7.234072  S1.720835  $1453,134 252% 216% 769% 784% 79.1% 7%
1997 30421,030 1374645  $1.205988 ~  229% 193% T5.4% 888% 77.4% 8.6%
1996 $6,280699  $1.546,424  $1,368,175 257% 216% 750%  603% 792%  -120%
1995 35903980  $1,628816  $1,372,674 28.6% 240% 751%  €6.7% T8.5%  -11.8%
1994 $5.676,558  $1.548,324  $1.324.406 27.4% 27% 782%  720%  80.1% 2%
Avg 36319268  $1,563,800  $1344,875 25.9% 219% T66%  T0.6% 78.9% -8.2%
< o P and PaineW
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AIG’s Expenses—How Do They Do It?

It is well understood that AIG has the lowest expense ratio among large commercial

insurers and one of the very lowest expense ratios in the personal lines. However, most

insurance companies would love to have a low expense ratio, and nearly everybody
“talks the talk” yet nobody “walks the walk” like AIG.

part of being the low-cast producer of auto insurance comes with being a direct writer-

in personal lines, but being the low-cost producer of commercial lines is a more

challenging feat and one of AIG’s best-known accomplishments. AIG's expense ratio in
1998 was 14.3% lower than the average for its nine closest rivals, 2 major reason behind
the company’s ability to- consistently deliver underwriting profits and 15% annual
earnings growth. Less well known, however, is how this is accomplished.

We spent a significant amount of time exploring the source of the company’s expense
advantage to draw a conclusion on how defensive and sustainable this competitive
advantage is. The bottom line: AIG’s expense advantage is a function of culture and
scale. We believe both factors are, for the most part, defensible. While culture is
something that always evolves over time, we believe expense-consciousness is baked
deeply into the culture of AIG. As one manager we interviewed put it, AIG operates on
the “zero budgeting” principle: “You have no money, don’t spend it.” And the scale
advantage is only widening as the company grows faster than its peers.

AIG’s ratio of underwriting-related expenses to premium-—32.8% in 1998 versus an
average of 47.1% for its peers—reflects superior performance in virtually every expense
category, but particularly in commissions. On the commercial lines side, this expense
advantage stems from the fact that AIG, because of its size, strength and can-do
reputation, is foremost in brokers’ minds for submitting business, even though it is
widely known for paying lower commissions. AIG believes it can maintain solid
relationships with brokers without paying top dollar in commissions. On the personal
lines side, mainly auto, its expense advantage is largely a function of its being a direct
writer. In fact, the auto writers that most closely match AIG’s expense ratio are its
direct-writer rivals.

Exhibit 16: Underwriting Expenses vs. Peers—1998

Loss adjustment expenses. AIG's expenses relative to those of its peers are strikingly
low in two key areas, commissions and salaries, and merely low in a third predictable
area, loss adjustment expenses. Indeed, as shown in Exhibit 16, AIG’s loss adjustment

AlG cB Cl  CNA HIG LUiberty TAP  REL SPC Zurich Avg.*
_ Claim adjustment net 5.7% 6.4% 103% 8.0% 4.6% B8.1% 31% 7.2% 97% 12.2%| 8.0%)
Commission & salary. 156%)] 27.7% 27.0% 29.9% 25.7% 18.0% 252% 28.2% 28.9% 17.7%| 25.4%
Taxes, licenses & fees 23%| - 28% 47% 3.6% 27% 3IB8% IT% 49% 26% 49%| 37%
Other overhead 9.1%| 7.6% 14.2%  6.9% 104% 9.8% 9.7% 132% 9.6% 9.1%| 10.1%
TOTAL EXPENSES INCURRED| 32.8%| 46.5% 56.3% 48.4% 43.4% 39.7% 41.7% 53.5% 50.8% 43.9%] 47.1%
N age of nine comp g AIG
S : S y financial and PaineWebb:
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expenses are somewhat lower than those of its nine U.S. commercial-lines peers (5.7%
versus an 8.0% average for the other nine), but not sharply lower, as is the case with
comrmissions and salaries. .

In managing claims, AIG’s focus is to get and stay in front of the claim as much as
possible. It invests in large claims staffing, establishes contract relationships with
particularly effective defense lawyers (referred to as “panel counsel”), and scrutinizes
claims closely before payment. Based on our conversations with brokers, we believe the
company’s reputation for being difficult on claims is exaggerated—a part of AIG’s
larger-than-life mythology. And because AIG’s core strengths are underwriting
_ expertise and efficiency-driven competitive pricing, the company’s strategy is not built
on paying claims as fast as possible in the interest of preserving a client or broker
relationship. )

AIG has two major claims divisions whose mission is to mitigate and reduce losses as
well as manage the claims-handling process with the greatest efficiency possible. The
AIG Claim Services Inc. division serves the company’s high-frequency claims, includ-
ing workers’ compensation, general liability and auto liability. AIG Technical Services
Inc. handles the high-severity claims. A third unit, AIG Consultants, handles loss
control.

AIG Claim Services is responsible for auditing its numerous third-party administra-
tors. The claims division also operates Intellirisk, an online, real-time service for large
clients that tracks losses and feeds the information back to the underwriters. The
division handles 200,000 workers’ compensation claims per year with 1,250 adjusters.
It has an additional 700 adjusters handling non-workers' comp claims. Over the past
five years, the average workers' comp claim payout was down 50%. The division’s
mission is separated from that of the producers, much as the investment side of AIG is
separated from the underwriting side. .

The Claims Division sees itself as the company’s biggest opportunity for savings, not
just because of"its ability to ferret out unwarranted claims but also to manage the
legitimate claims to a cheaper, more effective and quicker resolution. The workers’
comp area is at the heart of these efforts, where the company prides itself on its
effectiveness in chasing down questionable claims and doing it cost efficiently. AIG
Claim Services specializes in integrating medical case management and litigation
management for all size clients, from middle market to national accourits.

AIG Technical Services manages specialty claims and litigation management, including
D&O, professional, health care and medical-malpractice liability, fidelity, surety,
financial institutions, environmental, toxic tort, high-exposure property and excess
casualty. AIG Technical Services works with underwriters throughout AIG and is
respounsible for the staff counsel program that has more than 200 trial attorneys in 27
locations serving AIG insureds. - '
Stacked up against its personal auto competitors (see Exhibits 17-21), AIG comes in
with the third-lowest expense ratio in both personal liability and physical damage,
including the results of its majority-owned 21st Century Insurance Group, which
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o categories is Berkshire Hathaway, reflecting the results of its GEICO unit, the leading

shows the lowest expense ratios on a stand-alone basis. Number four in these two

direct writer. More than anything else, these tables highlight the low cost of selling auto
insurance without having to maintain an army of agents.

£xhibit 17: Personal Auto Liability Underwriting Expense Ratios

1998 1997 1996 1995 1994
™w 11.1% 9.8%  10.0% 9.6% 8.4%
USAA 12.0% 11.8% 10.9% 10.1% 11.0%
AIG * 161% __ 142%  156% __ 18.3% _ 125%
BRK 184%  154%  147%  14.7%  154%
HMN 192%  193%  192%  18.6%  19.4%
Amer. Fam. 204%  199%  19.1%  18.1%  17.8% :
State Fam 214%  203% 183% 16.7%  17.1% :
Liberty Mut. 223%  210% 201%  18.2%  20.5% - :
Farmers 223%  259%  264%  257%  256% :
ALL 229%  237% 222%  21.5%  227% i
Nationwide 243%  234%  23.0% 21.8%  24.2% . .
SAFC 245%  23.8%  244%  245%  24.5% H
PGR 247%  231%  23.0%  23.0%  252% :
MCY 262%  247%  242%  242%  254% i
HIG 266%  24.6%  19.4%  18.7%  192% i
Travelers 266%  265%  26.7%  260%  27.5% i
CGl 270%  25.1%  27.0% 267%  256% i
sPC 3.1%  288%  303%  28.5%  31.0%
CNA 39.1%  304%  208%  20.7%  29.0%
‘Average 23.6%  223%  219% _ 21.4% _ 21.9%

* Consolidated results, including TW
Source: Statutory financial statements.

Exhibit 18: Personal Auto PDD UW Expense Ratios

1998 1997 1996 1995 1994
™ 110% 9.40%  9.90% 940%  8.30% .
USAA 120% _ 11.7% __ 10.1% 9.6% _ 104% -
AlG ~ 146% _ 132% _ 147% _ 11.8% _ 11.0%
BRK 181%  172%  16.7%  145%  154%
HMN 187%  186% 187%  189%  19.5%
Amer. Fam. 189%  188%  182% 17.7%  168%
State Farm 19.3%  201%  181%  18.5%  16.8% :
Libarty Mut. 21.1%  192%  186%  19.1%  19.9% : .
Farmers 220%  258%  260%  22.9%  225% :
ALL 229%  233% 21.8%  216% 221%
Nationwide 243% 210%  21.5%  223%  226%
SAFC 246%  242%  245%  25.1%  24.9%
PGR 251%  231%  23.0%  229%  24.9% ) :
MCY 26.2%  248%  242%  24.3%  262% 1
HIG 268% 247% 183%  204% 19.7%
Travelers 274%  28.4%  257%  272%  296% .
cal 302%  250% 267%  28.9%  27.0% B
SPC 342%  277%  297%  306%  30.6% H
CNA 34.8%  28.8%  28.5%. 324%  31.8%
Average 234% _ 220%  214% __ 219% _ 21.8% :

~ Consolidated results, including TW
Source: Statutory financial statements.
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In the following tables, we break down expenses in more detail for the two auto lines.

Painchbbcr_

Despite paying no commissions, AIG's other acquisition costs and-general expenses are
in line with industry averages.

Exhibit 19: Personal Auto Liability Expense Ratio Breakup—1998

As a % of NPW
Comav  Tax,lic, OthAcq uw

C NPW Oiv/ NPE trkrg Fees Costs Gen Exp Exp*® TYotal Exp
™w $488,257 0.0% -09% 2.7% 5.4% 4.0% 11.1% 11.1%
USAA Group $2,077,972 26.4% 0.8% 22% 72% 18% 12.0% 38.4%
AIG** $1,523,324 0.0% 30% 20% 171% 34% 16.1% 16.1%
BRK $2,625,432 0.0% 12% 26% 92% 5.4% 18.4% 18.4%
HMN $217,894 0.1% 59% 2.4% 53% 56% 19.2% 191%
American Fam. $1.295,933 0.0% 8.8% 12% 5.8% 4.7% 20.4% 20.4%
State Famm $14,143,464 3.7% 78% 20%. 82% 3.4% 21.4% 25.0%
Liberty Mutual $1.702,520 0.1% 1.1% 33% 12.1% 5.9% 22.3% 22.4%
Famaers $4,182,162 0.0% 53% 28% 6.8% 1.4% 223% 22.3%
ALL $8,528,611 0.2% 95% 24% 7.5% 3.7% 22.9% 23.2%
Nafionwide $2.807,653 10% 12.4% 2.7% 5.7% 3.8% 243% 253%
SAFC $1,033,710 0.1% 13.1% 2.4% 5.9% 3.0% 24.5% 246%
PGR $3,047,093 0.0% BE6% 23% $.0% 8.9% -24.7% 24.7%
MCY : $657,378 0.0% 17.3% 2.5% 4.4% 1.9% 262% 262%
HIG $1.180,789 -1.6% 6.4% 22% 6.0% 11.8% 26.6% 24.9%
Travelers $1.520361 0.0% 14.1% 25% e.8% 32% 26.6% 26.6%
CGt $456,323 0.0% 182% 26% 3.3% 2.9% 27.0%! 27.0%
SPC $643,245 0.0% 18.1% 22% 62% 7.6% 311% 31.1%
CNA $771,723 T 0% 22.6% 3.3% 5.3% 798% 39.1%| . 39.%
Average 1.6% 8.9% 24% 65% 5.1% 22.9% 24.5%
* Excludes dividends

= Consokdated resutts, Including TW

Source: Statutory financial statements.
Exhibit 20: Personal Auto PPD Exp Ratio Breakup—1998

As a % of NPW
Comnv  Tax, Lic, Oth Acq umw -

Campani NPW DivINPE  Brkrg Fees Costs  Gen Exp Exp* Total Exp
™ 294214 0.0% ~1.0% 27% 5.4% 40% 11.0% 1.0%
USAA Group  $1,567,406 24.4% 0.4% 2.4% 7.5% 17% 120% 36.4%
AlG ** $774,540 0.0% 1.9% 19% 71% 3.6% 14.6%| 14.6%
BRK $1,680,238 0.0% 1.0% 2.5% 92% 5.3% 18.1% 18.1%
HMN $159,111 0.1% 5.0% 2.5% 5.4% 57% 18.7%| 18.6%
Liberty Mutual $1,067.605 0.1% 0.3% 3.2% 11.3% 4.0% 18.9% 19.0%
American Fam. $950,974 0.0% 7.6% 1.2% 5.8% 4.8% 19.3%] 19.3%
State Farm $9,697.685 3.7% 7.6% 20% 8.2% 3.3% 21.1% 24.7%
Nationwide $1,715,582 1.2% 11.8% 2.7% 4.7% 2.8% 220% 23.2%
ALL $5,909,952 02% 9.3% 21% 7.8% 37% 229% 23.1%
PGR $1,771814 0.0% 8.5% 2.3% 5.0% 85% 24 3% 24.3%
SAFC $711,481 0.1% 13.2% 2.5% 5.9% 3.0% 24.6% 24.7%
Travelers $807,632 0.0% 14.0% 2.4% §.8% 3.0% 25.1% 25.1%
MCY $398,892 0.0% 17.3% 2.5% 4.5% 1.9% 262% 262%
CGt $234,831 0.0% 17.9% 26% 3.5% 2.9% 26.6% 26.86%
HiG $596,035 -0.9% $.0% 22% 8.6% 13.6% 27.4% 26.5%
sSPC $394,332 0.0% 14.7% 2.3% 6.0% 7.3% 30.2% 30.2%
Farmers $2.690.335 0.0% 17.6% 2.7% 6.7% 7.2% 34.2% 34.2%
CNA $482,623 0.0% 19.8% 3.1% 5.1% 6.9% 34.8% 34.8%
Average 1.6% 9.6% 2.4% 6.4% 5.0% 23.4% 25.0%

= Excludes dividends

** Consolldated results, including TW
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Being competitive on the expense side of the auto insurance business is crucial. St. Paul
and CNA, whose personal auto divisions had among the highest expense ratios in the
peer group, sold those divisions last year rather than working on making them more
compctitive. Note that auto insurers pursuing a growth strategy incur high up-front
acquisition costs that may not represent their true underlying cost structure.

Exhibit 21: Auto Expense Comps—1998

Auto U/W Expense Comps — 1998

Sy a*;f/’ VLT

QPhysicel Gemage W Auto UatHity

Source: y i i and P;

Commiissions and fees. AIG consistently beats nearly all of its major rivals in both
commercial and personal lines in this expense category. It does so for similar reasons in
both lines, beginning with the fact that the company is not agency-driven. Its Mass
Marketing division is a direct-mail -operation for auto policies, and through its e-
business division is building a book of business written via the Internet, again without
involving commission compensation. Indeed, the competitors whose expense ratio
comes closest to AIG’s are, like AIG, built around low-~cost sales channels.

In commercial lines, the biggest single contributor to AIG’s advantage in its expense
ratio over its nine peers is 6 points in its commission and brokerage fee expenses—
4.8% for AIG versus an average of 10.8% in 1998. As one broker put it, “They’ve
convinced brokers that they have two classes of business: AIG's and all others.”

AIG'’s dependence on brokers has never hampered its efforts to carve as much cost out
of this part of the expense ratio as possible. In discussions with management, it is
clearly stated that AIG is not in the business of trying to win the friendship of brokers
by being generous with commissions and fees. AIG does not need to do this, as it is a
“must-see” market that can price any risk expertly and competitively. Indeed, brokers
tell us that AIG is unapologetically tight-fisted, but the expertise and huge amounts of
capacity the company wields in the market makes brokers willing to grant concessions
of up to several hundred basis points. The impact of this in an industry that rarely
earns an underwriting profit is significant. Another large part of what brings business
10 AIG, especially in the middle tier of brokers where it is increasingly focusing, is the

R o
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company’s prestige as a highly rated, bold, powerful underwriter that is in the market !
for the long haul.

Only recently has AIG begun to place more business with the smaller regional brokers,
both to restore the balance of power versus the “mega-brokers” and as part of the
battle for the middle market that practically everyone in the business now considers the
greatest source for growth. The challenge, however, is that for a company like AIG, it’s
easier to convince a Marsh Inc. or an Aon to accept a lower commission rate; a small
broker doesn’t have the volume of a Marsh or an Aon to absorb the lower yields.

Part of what is attracting the smaller-broker business to AIG despite the lower
commission rates is client demand, driven by AIG's “panel counsel” arrangements.
Clients with other insurers seeking to mount aggressive defenses are finding the best
lawyers are often locked up in deals with AIG. This is a typical example of how AIG
kills two birds with one stone: These select law firms work for negotiated lower rates,
cutting litigation costs, and tend to be more effective in holding down_the ultimate
claim costs. All this translates into a third benefit: Clients save money, which makes
AIG an even more attractive insurance source, a trend that even brokers accustomed to
working with insurers over which they have more leverage are finding hard to ignore.

In general, the company manages cash flows closely—using its market clout to insist
on prompt premium remittances from brokers. When an AIG company binds a policy,
the bill frequently is submitted at inception with payment due on receipt. Many of
AIG’s competitors allow their bills to go.out anywhere from 30 to 60 days after
binding. An AIG client is likely to receive a bill within 20 days.

Salaries. Mr. Greenberg once referred to AIG as a corporate culture “that’s almost
self-cleansing. It’s rot for everybody.” We have heard this same expression from other
AIG veterans in discussions about AIG’s employee retention. The company runs lean
and mean, with a flat organization and a high level of individual accountability. It is
also the boot camp- for the industry—everyone’s favorite recruiting ground for top-
notch underwriters and marketers. The expense numbers for salaries suggest that AIG
runs lean in this category~—10.8% of the expense ratio versus 14.6% for its nine peers.
With its flat organizational structure, premiums per employee are higher than at the
average insurer. AIG also has the benefit of a valuable stock currency and its unique
C.V. Starr partnership to compensate employees, giving it an edge over its peers.
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Exhibit 22;: Underwriting Expenses by Category—1998
AIG  CB Cl__CNA  HIG Libeity TAP REL _ SPC Zurlch Avg.*

Claim adjustrment expense - direct 19% 88% 14.1% 98% §3% 93% 4.0% 122% 11.0% 17.9% 10.3%
Claim aq]uslmem expense -- assumad 97% 03% 1.0% 04% 02% 06% 25% 99% 06% 07% 18%
Claim adjustment expense -~ ceded 59% 06% 48% 22% 0.9% 18% 34% 149% 18% 6.4% 4.1%
Clalm adjustment net 57% 84% 103% 8.0% 4.6% 8.1% 1% 7.2% 9.7% 122% 8I0%
Commssn & brkrg dir ex contngncies 150% 14.3% 18.7% 154% 9.9% 32% 159% 250% 129% 13.8% 14.3%
Ce & brkrg re d ex contngncies 3.5% 09% 27% 24% 3.1% 18% 1.8% 190% 42% 15% 42%
. Commssn & brkrg re ceded ex contngncies 138% 09% 105% 3.5% 1.3% 42% 50% 37.0% 26% 16.9% 9.1%
C & brkeg ingencies — diract 01% 23% 08% 1.9% 16% 00% 1.9% 16% 16% 08% 14%
H C & brkrg ingencies -- assmd 02% 00% 0.0% 00% -0.1% 00% 0.1% 08% 00% 00% 0.1%
C & brkrg ingencies — ceded 02% 02% 00% 00% 00% 00% 00% 06% 00% 0.0% 0.1%
Commission & brokerage net 48% 164% 11.7% 163% 13.2% 09% 148% 88% 16.1% -0.9% 10.8%
E Salaries 88% 9.1% 122% 11.3% 9.5% 13.6% 8.5% 16.0% 10.8% 14.1% 11.7%
. Payroll taxes 04% 07% 08% 08% 10% 10% 09% 1.0% 08% 1.0% 09%
i Employee welfare - 16% 16% 24% 1.5% 18% 24% 09% 24% 12% 36% 2.0%
Salary & émployment related 10.8% 11.3% 15.4% 13.6% ’ 12.4% 17.1% 10.4% 19.4% 129% 18.6% 14.6%
Total comrphsion & salary 15.6% 27.7% 27.0% 29.9% 25.7% 18.0% 25.2% 26.2% 28.9% 17.7% 25.4%
insurance licenses & fees 01% 0.1% 02% 04% 02% 0.1% 02% 0.1% 01% 0.1% 0.2%
‘Guaranty association assessments 00% 02% 02% 0.1% L0.1% 01% 00% 02% 0.1% 03% 0.1%
Other taxes, ticences & faes 04% 02% 01% 02% 02% 01% 04% 0.3% 01% 00% 0.2% H
Total taxes, licenses & fees 23% 28% 47% 36% 2.7% 38% 3.7% 49% 26% 49% 3I.7%
Allowances 10 managers & agents 01% 00% 00% 01% 07% 00% 00% 00% 00% 19% 03%
Advertising 07% 02% 03% 04% 01% 07% 0.1% 07% 02% 05% 0.3%
Boards, bureaus & assoclations . 02% 05% 09% 07% 05% 0.3% 05% 07% 04% 05% 0.6%
Survey & underwriting reports 03% 01% 01% 03% 03% 02% 03% 0.8% 02% 02% 0.3%
Insurance 02% 0.1% 09% 0.1% 0.1% 04% 18% O01% 0.1% 0.1% 04%
Travel - 07% 1.0% 13% 0.9% 09% 12% 06% 22% 1.1% 1.7% 1.2% i
Rent 14% 15% 20% 15% 1.7% 16% 1.0% 23% 13% 19% 1.7% i
Equipmeant . 06% 12% 13% 1.7% 10% 16% 1.0% 13% 19% 21% 15% -
. Printing & stationery 05% 02% 05% 02% 09% 05% 02% 05% 0.3% 05% 04% e
. Postage & telaphone 06% 06% 13% 04% 1S5% 11% .07% 12% 08% 09% 09% , .
: Legal & auditing 06% 0.1% 14% 02% 02% 03% 23% 03% 06% 07% 07% 5
Total other overhead 91% 7.6% 142% 6.9% 104% 9.8% 9.7% 13.2% 96% 9.1% 101% i :
TOTAL EXPENSES INCURRED 328% 46.5% S563% 484% 43.4% 3I9.7% 41.7% 53.5% 50.8% 43.9% 47.1% :
grage of nine compant g AIG . i
Source: Si y financiat and Pak b :
'
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i General Insurance Operations

The General Insurance Operations, which generated $16.22 billion of AIG’s 1999 net
written premiums, comprisé four segments: Domestic General Brokerage, Foreign
General Brokerage, Domestic Personal Lines and United Guaranty Corp. Dgmestic
General, which includes the Domestic Brokerage Group (DBG) and the domestic
business of Transatlantic Holdings Inc., accounted for 50.0% of all general insurance
: premium; Foreign General, 34.2%; Domestic Personal Lines, including 21st Century
{ Insurance Group, 13.3%; and United Guaranty Corp., 2.5%.

[ S p—

- Domestic Brokerage Group (DBG)

The Domestic Brokerage Group (DBG) produced 31% of AIG’s pretax earnings in

1999. The group markets property-casualty insurance products through brokers to

corporate America—large, mid-sized and smaller companies. The DBG companies - —
write all classes of insurance, and are leaders in many specialty classes, including

directors and officers (D&O), professional and management liability, financial lines,

environmental and casualty, excess and surplus lines coverages, risk management

services, and integrated global programs for multinational corporations. Transatlantic

Holdings Inc., a consolidated subsidiary of AIG, is the largest stand-alone publicly -
traded U.S.-based reinsurance organization. AIG’s United Guaranty Corp., whose

subsidiaries write mortgage guaranty insurance for financial institutions, is among the

leading companies in the U.S. mortgage guaranty market.

Exhibit 24: Domestic Brokerage Operations
1999 ol 1998  Diff 1997  Diff 1996 Diff 1995

Net premiums written $8,119 1.5% $8,002 T5% $7,885  7.7% $7.324 8.5% $6,749
Net premiums earned $7.608  -2.6% $7.814 84% $7,207 6.6% $6.763 5.0% $6.442

Losses & LAE $6,490 ~5.4% $6,862 9.5% $6,268 6.5% $5,886 5.2% $5.597 '
Underwriting expenses $1,060 -9.3% $1,169 8.2% $1,080 17.9% $916 12.9% %811
Underwriting profit/(loss) $68 -126.7% ($217) 63.9% ($141) 261.5% ($39) -214.3% $34

Loss Ratio 85.3% 25 878% 08 87.0% 0.0 687.0% 0.1 86.9%
Expanse Ratio 15.6% 04 153%  -0.1 153% 1.0  14.3% 0.9 13.4% u
Combined Ratio 100.9% 21 1031% 0.8 102.3% 1.0 101.3% 1.0 100.3%

Net investment income $1,738 10.7% $1.570 16.8% $1,356 9.2% $1.242 8.4% $1,146
Operating income $1.796 326% $1.354 114% $1215 1.0% $1.203 1.9% $1.180
Source: C i and PW

Commercial insurance business is written primarily through National Union Fire
Insurance Co., of Pittsburgh; American Home Assurance Co., of New York; and
Lexington Insurance Co. This market has been plagued for more than a decade by soft
pricing, with many insurers underwriting for market share. AIG is known for refusing
to take this approach to underwriting, requiring instead that all underwriting activity
be profitable on a stand-alone basis. ‘

POVSRTPp |
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Exhibit 25: DBG vs. Industry Commercial Lines Combined Ratio

AlG's DBG vs Industry Commerclal Lines CR

Note: Industry combined ratio is on a statutory basis.
Sourca: Company ial and b

In 1999, DBG cancelled or nonrenewed $450 million of business because the business
was priced so inadequately that DBG was willing ta forfeit- it to its less-disciplined
competitors. Now, however, more carriers are drawing the line on buying market share
by underpricing. In its 1999 annual report, AIG noted, “While we are sceing-long
overdue price increases in many classes, they are still not at levels we believe are
necessary. But the price slope is now in the right direction.” While we remain skeptical
that prices will rise to a level that would provide an attractive return to the broader
market until more capacity is withdrawn, AIG believes the pruning of its book is
ending and therefore rate increases on the renewal book will cause premiums to grow
beginning in the second half of 2000.

Exhibit 26: History of Nonrenewed Premiums

Nonrenewed % of Net Prem. % Chg YrYr %

Premiums NPW  Written  Inci NR Exci NR __lmpact
98:Q1 $0.0 0.0% $33814 2.0% 2.0% C.0%
98:Q2 $00 0.0% $3,617.3 2.1% 2.1% 0.0%
98:03 $2700 72% $3,7602 9.6% 19.0% 9.4%
98:Q4 $1800 4.7%  $3.827.3 226% 30.1% 7.5%
1998 $450.0 3.1% $14,586.1 8.8% 12.6% 3.8%
99:Q1 $1750 4.3% $4,053.7 19.9% 26.4% 6.5%
99:Q2 $1000 2.4% $4,190.9 15.8% 19.2% 3.3%
- 99:Q3 $95.0 2.4% $39724 5.6% 8.4% 27% "
99:Q4 $60.0 2.0% _ $4,006.9 4.7% 6.9% 2.2%
1989 - $450.0 2.8% $16,223.9 11.2% 14.8% 3.5%
00:Q1 $110.0 2.6% $4,2263 4.3% 71.2% 2.9%
Sourca: C: iat and PW

National Uniaon Fire Insurance Co. of Pittsburgh writes directors and officers
(D8&O) liability, general liability, and other management and professional liability
insurance and services, employment practices liability, fidelity and surety coverages. In
1998, it added new products, D&QO Gold to cover risks related to gavernmental
investigations and Y2K risks, and IPO Gold, which expanded D&O to cover risks
associated with e-commerce, the Internet, clectronic publishing and initial public
offerings. Some of these products were introduced early this year but had been
designed during 1999 with launches postponed until after January 1, 2000. The
company wanted to first assess any negative Y2K claims impact before moving
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forward. The IPO product was an outgrowth of DBG gaining Nasdaq-American Stock
Exchange and New York Stock Exchange sponsorship in 1998 to provide management
with liability coverage for listed companies.

A recent Watson Wyatt study showed that the D&O market has been growing in terms
of limits on capacity for for-profit corporate and financial institution carriers, reaching
its highest level ever in 1998 at $1.5 billion. In terms of premium volume, AIG’s share
of that market edged higher, to 34% from 33% a year earlier, although its share of the
number of policies written eased to 23% from 25%, not surprising in light of
competitive market conditions. AIG’s nearest competitor, Chubb, saw its market share
drop to 20% from 29%; its newly acquired Executive Risk unit offset part of that
dedline, with 4% of the market versus 5% in 1997, although a number of Executive
Risk employees later defected to XL Capital. Executive Risk’s policy-count share rose to
7% from 5% in 1998. The biggest beneficiaries of Chubb’s loss of share were Reliance
National and the London market. Due to Reliance’s rating problems, we believe in
1999 and 2000 its share will decline and some of its business will flow back toward
other markets. .

National Union views the middle-market unit a5 having the highest growth potential.
It defines “middle market” as public and private companies with under $100 million in
annual revenue. In addition to Chubb, AIG's major competitors in this market are
Zurich and the London market.

In the middle market, the company’s growth strategy includes “account rounding,”
meaning the addition of other coverages to win over a client, by adding, for example,
an employment practices liability coverage without significantly boosting the premium
and without compromising underwriting standards. Employment practices liability
insurance itself is a steadily growing market, fueled in part by numerous high-profile
sexual-harassment cases and subsequent Supreme Court rulings that have expanded
employer obligations.

National Union’s ability to launch innovative product offerings with low turn times is
a competitive strength in today’s rapidly changing business environment. For example,
the creation of “eWriter” is considered a key to AIG’s success in the middle and not-
for-profit markets. This electronic application process is an extension of AccessAlG,
the company’s online broker service. The eWriter form consists of just 26 questions
aimed at simplifying and streamlining the underwriting process and reducing the
cost—including brokers’ commissions. and fees—and the time involved in writing
business in the middle market. This -approach is part of AIG’s averall strategy to
exercise greater control of the customer relationship. Last year, National Union also
established a technology unit to design insurance coverdages not just for technology
companies but for commercial insurance buyers setting up e-commerce facilities for
their traditional businesses. This unit serves the entire organization, not just National

Union Fire. It consists of four modules—the Internet, telecommunications,

publishing/media, and network and patent security—with several more in the
formative stages. A network-security product is being offered as a “one size fits all”
policy through Marsh Inc. Another product covers advertising liability on the Internet,
and the company also has launched a liability protection policy for Web designers and

PaiﬂCWC bbCl.' American [nternational Group May 8, 2000
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Internet publishers. Another major target market is financial institutions, the so-called i
dicks-and-mortar businesses, as well as information service providers and portals, for
such liabilities as denial of service and hacking.

The nascent market AIG is pursuing, along with several competitors, consists of the
legions of businesses that are operating an the Web but that are not primarily Web
companies. Exactly how large a market this represents is hard to quantify, although
ultimately it could extend. to the vast majority of companies in the US., if not the
world. The underlying tenet is that every company that maintains a Web site has a

- “cyber liability” for damages people could suffer as a result of mismanagement. An
online auction company, for example, might have a contractual obligation to make
sure its customers don’t suffer losses because of glitches in its systems.

The growth strategy for National Union’s core D&O business has three key elements,
themes that AIG invokes throughout the organization:

W Loss prevention. This activity accounts for about 50% of the time spent on this line
of business. It involves deep communication with the insured on prevention. It also
involves the use of a crisis fund to contain problems as they emerge. The strategy is
to help the insured be quick and thorough in telling the truth fast about a problem
before the lawsuits start to fly and before anyone else—a newspaper, for example—
gets to tell the story. The underlying principle is: “Tell it early, tell it yourself and tell
it all.” AIG believes that this kind of aggressive, proactive communication effort by
an insured facing a potential D&O suit is worth the investment. As a policy
enhancement, this coverage provides $50,000 for a public relations effort that
ultimately aims to prevent a claim or, failing that, to limit the damages by
demonstrating the company’s good-faith efforts from day one of a crisis. AIG also
has earmarked $1 million for a “corporate governance tuition reimbursement plan”
for D&O coverage buyers involved in launching IPOs. -

® Loss mitigation. AIG's huge scale gives it an advantage in this area. The company
does not engage in false economies on legal fees, but rather, locks up the best lawyers
on retainer (referred to as “panel counsel” arrangements) and uses them aggressively
in an offensive, defensive and marketing strategy. Offensively, AIG’s clients have
access to the counsel with the best track record for winning cases or negotiating -
quick settlements on favorable terms. Defensively, plaintiffs are up against retained
law firms that are very experienced in the relevant area and are held to a high degree
of accountability for their performance on behalf of AIG’s clients. From a marketing
standpoint, AIG’s specialty pancls, such as its Technology Panel Counsel of law firms
with expertise in computer-related Internet, multimedia and intellectual-property
litigation, demonstrate AIG’s commitment and -depth of resources to the client’s

. industry.

# Another scala benefit. Not only can AIG tap into an extensive database of -briefs
related to its own cases, it can also negotiate the best available rates in return for
long-term relationships with the most effective law firms. These firms then achieve a
preapproved status that makes it possible for AIG 10 respond that much faster to an
emerging exposure. Statistically, AIG has found that the cost of aggressive litigation
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H that gets a lawsuit thrown out on a motion is less than the D&O deductible. In fact,
AIG will waive the insured’s retention as an incentive to go after the plaintiff rather

than settle.

# Policy clarity. The terms of coverage must by clear, fair and broad. Insureds may
favor ambiguity in policy language, but AIG is adept at drafting clear policy wording
to avoid ambiguities that are detrimental to the insurer.

American Home Assurance Co. is AIG’s principal domestic provider of commercial
umbrella/excess liability, and primary and excess workers’ compensation insurance, Its
excess casualty division is organized into three teams: middle-market, commercial and
national accounts. The middle market consists of companies with under $100 million
in annual revenue; the commercial market, $100 million to $700 million; and national
accounts, over $700 million. In 1998, American Home Assurance added third-party
impaired property coverage and endorsements to middle-market umbrella liability
policies to cover catastrophic D&O and employment practices liability claims.

Exhibit 27: Top 20 CMP insurers » Exhibit 28: Top 20 General Liability Insurers

1998 1997 1998 1997
Campany NPW Mkt Shr NPW Mkt Shr Company NPW_ MKdStry  NPW | Md Siv
Citigroup $1.384,599  7.4% $0 ' 0.0% AG $3405,177  17.9% $41RI1S2  20.4%
CNA . $1.338,819 7% $1,344371  7.1% Chutb $1,488772  7.8% $1,490.648 7.4%
The Hartford $914,548  4.8%  $879,882 4.6% CNA $1256691 66% $1,1R273  50%
State Farm $865,768 4.6%  $660871 4.5% StPau $811,647 43%  $70695 35%
Chubb $868,607 45%  $912907 4.8% 2Zsich $794061 42%  $903.211  45%
StPaut $715,109  38%  $251221 1.3% Gitigroup $554770  29% 0 00%
Alllanz $688,329 36%  $761,793 4.0% GEGlobal $518203 27%  $410505 20%
Zurich $648,188 3.4%  $687399 3.6% Alianz $518,167 27% 557,110 28%
Nationwide $571,498 3.0%  $595.763  3.1% The Hartford $425491  22% . $44560 22%
SAFECO $562.338 " 3.0%  $543567 2.9% StateFam $423,016 22%  $418796  21%
Farmars $523481 28%  $513.580 2.7% Libety Mutual $420940 22%  $355852 1.8%
Commarcial Union $432028 23%  $401755  2.1% Fefiance Growp $389.142 20%  $350,085 1.8%
Ganeral Accident $398.828 2.1%  $384506 2.0% Natlonwide : 270851 1.4%  $4TS187 24%
Clacinnati Financial $377494 20%  $353.928 1.9% General Reinsurance Comp 263,888 14% 256,521 13%
Allstate '$358,112 1.9%  $324850 1.7% CignaHealth 261,178 14%  $220687 1%
Lumbermens Mutual -$310011  1.6%  $420763  2.2% Orion Capital $250251 1.3%  $250482 12%
Royal & Sun Alliance $304,528 1.6%  $310,871  1.6% American Finandal $240,187 13% . $27B786  14%
Falrfax Financial $261,162 15% $33,530  0.2% Lumbermans Mutual Casualty 225791 12% 076 1.3%
Allmerica Financial $280490 15%  $269540 1.4% TG 0B84 1% S8 1.0%
GRE $263309 1.4% $92.797  0.5% Cincinnati Finandal $199.380 10%  $192098  1.0%
Top 20 Total $12,088,344  63.7% $11.680,170  61.6% Top20 Total $12.996.377 __67.9% _$14044.111 __700%
Top 30 Total $14.035619 74.0% $13,631.341 71.9% TYop30Total 314572884 765% $155%,181 T2.7%
Total $18,974,119 $16,951,134 Tote! Gereral Uabliity $19,048,449 $20,074,698
% Change 0.1% % Change 5.4%
Source: y fi and PW estir Source: Statusory inancial statements and PW ostimates.

This is another part of AIG’s family of companies targeting the middle and commercial
markets. In addition to being a leading provider of commercial umbrella policies,
American Home also has a major presence in workers’ compensation and in the
warranty business. Its strategy is to offer value-added policies including loss-mitigation
services at no extra charge that benefit both the insured and the insurer, similar to
National Union Fire’s D&O products. _

‘For example, like National Union Fire, American Home will provide $25,000 at the
outset of an E coli outbreak for a food-handling company to hire a public relations firm
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from a list of AIG-approved firms to immediately launch a communications effort.
The notion of “free” access to public relations professionals becomes a policy selling
point, especially in the middle market, where few firms retain a PR firm as a matter of
course. But American Home is also finding interest in this value-added feature, even
among large accounts, because of the specialized crisis-management skills the app roved
PR firms can provide.

Another umbrella add-on designed for loss mitigation is a fund that American Home
provides to start settling claims immediately. Experience shows that when a company
tells the truth quickly about a problem, the claimants become fewer and less
demanding and are far more likely to accept a quick, reasonable settlement and to
decide not to aggressively pursue litigation. The cost of these add-ons is minimal; it is
estimated that less than 1% of the policies American Home sells will ever need to use
the $25,000 PR fund.

A key element in American Home's strategy is to sell through second- and third-tier
brokers that might be able to lure a client away from its primary insurer for the
umbrella coverage. American Home also is teaming up with National Union to market
to the Nasdagq-listed public companies that are particularly vulnerable to public-image
crises that could destroy their capital and reputation overnight.

As with other divisions of AIG, the claims-adjusting process is given a high priority.
American Home has access to a staff of 100 full-time adjusters—who are managed
within a separate subsidiary, AIG Technical Services Inc.—working on excess claims,
which means that compared to its competitors, its adjusters are able to spend more
time scrutinizing specific claims and finding ways to mitigate losses.

One reason National Union and American Home are motivated to work hard to
develop new products is to replace the premium they are nonrenewing, or declining to
accept, in workers” compensation and medical malpractice. As shown in Exhibits 29
and 30, AIG’s market share in both of these lines of business has been declining. In
medical malpractice, as it became apparent that adequate returns could not be
achieved in certain states and professional specialties as a result of severe pricing
competition, AIG intentionally let business go. Fundamentals in the workers’
compensation business also deteriorated s|gmﬁcantly In retrospect, these lines that
AIG had the foresight to walk away from produced widespread financial hardship
among several large players.

AIG has intentionally let business go due to severe pricing competition. They are
declines AIG has incurred willingly as part of a division-wide strategy to reduce its
share of unprofitable lines of business.
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Exhibit 29: Top 20 Workers' Comp. Insurers Exhibit 30: Top 20 Medical Malpractice Insurers
1998 1997 1998 1997
Company NPwW Mkt She New MkiShr Ci . NPW Mkt Shr New Mkt She
CNA $1,838.201 72% $1439810 52% StPaul $363760 7.0%  $399999 8.0%
! Liberty Mutyal $1,800.418 7.0% $1803.647 6.6% MLMIC $339.485 6.5% $307,770 6.1%
State Compensation $1.210,959 47% ¥$1030265-... 3.7% Doctors Company £287.257 55% $208.9680 42%
Lumbermens Mutual $1,192,049 4.7% $1,172,564 4.3% SCPIE $270,731 $2% $254,126 1%
Citigroup $1.181,037 4.6% $0 0.0% CNA $240.102 46% $379,946 76%
AIG 51,127,160 4.4% $1597392 5.8% Medical Group $233.758  4.5% $60,651 12%
The Hartford 31,068,799  4.2% $1094.869 4.0% AG T 8202647 39%  $216312 43%
Nationwide $782,959 3.1% $755,080 27% Medical Protective $184,041 3.5% $1993,696 4.0%
Zutich $707.194 2.8% $795,820 2.9% MMl $179.026 3.4% $151,648 3.0%
Fremont General $651,193 25% $794,590 2.9% Medical inter-Insurance $174 484 33% $128962 26%
Affianz .. -$610,484 2.4% $519,223 1.9% PHICO $154,816 3.0% $113.429 23%
Cigna Health $507.811 2.0% $342,323 1.2% American Healthcare Sy $152,459 2.9% $126,426 25%
Orlon Capital $433.604 1.7% $386,872 14% (llinols State Med Interin $134207 2.6% $104,950 2.1%
StPaul $403,109 1.6% $258.694 0.9% Medical Assurance $117,458 22% $122.649 2.4%
e $381,782 1.8% $313,144 1.1% Frontier lasurance $104,141 2.0% $121.149 2.4%
Chubb $376,883 1.5% $358,459 1.3% Physicians Reciprocal $101,411-  1.9% $125285. . 2.5%
Reliance Group © $365.601 14% $324,793 12% Michigan Physicians $101,180 1.9% $74,237 1.8%
Superior National $335,428 1.3% $511.240 198% HUM $99.,066 19% $32.280 06%
SAFECO $323.,238 1.3% $332,123 12% PICOM $98,073 1.9% $35.900 0.7%
Zenith Nationat $312,933 1.2% $236,972 08% Promutual $93.499 18% $95,785 1.9%
Top 20 Totatl $15610.842  61.0% $16228,774 59.0% Top 20 Total $3.631,603  69.4% $3425875 68.2%.
Top 30 Total . $17.927373 701% $16,648,782 67.9% Top 30 Total $4.241,780 81.1% $3964991 79.0%
Total $25,580,387 $27,483,395 - Totat $5,231,433 $5,022.001
% Change -6.9% % Change . 4.0% .
Source: Y ti i and PW esti - ) Source: ry fis i and PW asti . s

Lexington Insurance Co. is the largest excess-and-surplus lines insurer in the United
States. It specializes in employment practices liability, professional liability, health care,
specialty personal lines and inland marine. Lexington:- was described as having a
“reasonable” year in 1999; the excess and surplus lines market has been very
competitive, with traditional primary companies- writing these risks on an admitted »
e basis during the soft market. According to management, market conditions are {
( beginning to improve.

In 1998 and 1999, Lexington designed new coverage for the alternative staffing i
industry, as well as specialized coverages for schools and public entities, law firms, :
investment banks, insurance brokers, accounting firms, architects/engineers and other
professional organizations.

Starr Excess Liability Insurance Co. Ltd. sells high-limit excess coverage for general . 3
liability, D&O and professional liability worldwide. Since giving up its tax-advantaged :
status in connection with its acquisition by AIG, the company has been able to market
onshare and to assume more business from U.S. brokers without giving up its presence
in the Bermuda market. -

New Hampshire Group. Also under the DBG umbrella is NHIG Holding Corp.,
which includes New Harmpshire Insurance Co., AIG's leading commercial middle-
market insurer, and Audubon Insurance Co., a personal and small-business insurer
operating mainly in the South.
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Exhibit 31; Top 20 E&S Insurers Ranked by 1998 DPW
C

Y oPw Mit She Surplus

AlG' $1,724,236 18.2%  $13.400,016
Lloyd's $1,208,000 12.7%  $10,653,075
Nationwide $494,007 5.2% - $10,486,674
Reliance $331,803 3.5% $1,754,991
Berkshire Hathaway $320,444 3.4%  $42,257.223
Zurich-USA . $315,732 3.3% $3.071,236
Markel $269,003 2.8% $372,872
WR Berklay -$215,794 23% $941,853
United National $209,876 22% $251,526
CNA $209,306 2.2% $7,490,476
Harttord $201,179 2.1% $8.539,281
Acceptance $175,855 19% ~  $236,041
Allianz. . $174,734 18% $3,694,123
Associates First Capital $154,736 1.6% $541,801
Great American $129,276 1.4% $1,840,357
St Paut $125,303 1.3% $3,934,420
Frontier $122,624 1.3% $396,205
Royal & Sun Afliance $114,974 1.2% $2,959.325
‘Executive Risk $114,292 12% $305,852
Chubb $106,703 1.1% $2,788,218
Top 20 Total $6.717,877 __70.8% $115,915,565
Total $9,494,470

TAIG's major subgidiaries in E&S Linas are Lexington and AISLC.
Source: AM Best and PW estimates.

Commerce & Industry Insurance Co. is the subsidiary through which AIG writes
most of its environmental coverage and insurance on medium-sized, highly protected
property risks (“HPR”) that typically qualify for lower rates. This is the corporate
Bome for AIG Environmental, the leading U.S. provider of environmental insurance
and services for everything from large complex risks like ports and rail yards to local
dry cleaners and shopping centers. The deregulation of utilities is expected to provide
new opportunities for AIG Environmental, as increased competition leads to more
aggressive cost-containment efforts and consolidation, which, in turn, could lead a
utility to resolve environmental liabilities that have been allowed to linger.

AIG Environmental is a classic AIG business designed and built from scratch to fill an
emerging market niche. It markets coverages aimed at clearing the way for the transfer
of potentially contaminated properties, including government and military property as
well as'commercial real estate and for merger and acquisition transactions. Policies are
designed to protect buyers and sellers from unknown environmental liability and to
control site cleanup costs.

As in other commercial insurance divisions, AIG Environmental, which practically
invented this business, looks at the market in threc segments: the middle market, the
commercial market and national accounts. The division was started a few years after

the 1980 authorization of Superfund and picked up its main impetus in 1985 with the -

advent of the absolute pollution exclusion clause making it easier to underwrite the
risk and manage the exposure.

Until 4 few years ago, much of the funding earmarked for toxic site remediation was
spent on studies and not on cleanups. Now that the shovels have gone into the greund,
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the costs are less severe than initially estimated, partly because the definition of clean
has been modified depending on the anticipated post-cleanup use of the site. Also, the
technology has improved. Today it might cost $150,000 to clean up a gas station, down
from $500,000 in 1986 (in 1986 dollars).

Meanwhile, the demand for environmental coverage has grown in the wake of high-
profile environmental disasters of yore. Starting in 1996, the Securities and Exchange
‘Commission explicitly began requiring detailed disclosure of potential pollution losses
as well as a company’s plan to caver those losses. No longer was it permissible for a pol-
luter not to disclose a loss simply because it believed that its insurance would cover it.

Insurers had already established policy language that specifically excluded pollution
losses, hence giving rise to the need to create carefully priced and designed palicies that
specifically covered pollution losses. That opportunity brought in AIG and a handful of
other insurers. A market also has emerged for post-cleanup site insurance, and insur-
ance is being sold to businesses looking to secure loans from financial institutions that
otherwise would require Phase I engineering studies, which can take inordinate
amounts of time. ’

AIG positioned itself from the beginning in this line of business by staffing up not so
much with underwriters wha could learn the engineering process, but with engineers
who could learn the underwriting process, The challenge for AIG Environmental is to

“find ways to market to the middle and commercial segments that are just now

beginning to recognize the need for “sleep” insurance. Such coverage addresses seem-
ingly minor exposures such as a heating-oil tank rupture for a reasonable price based
on an informed review of the business and its location. As with many other AIG
divisions, the goal is to find better ways to distribute the coverage, including educating
the traditional brokers and agents who might not otherwise understand the product
well enough to see where the market is. In addition, management noted at the March
2000 Fireside Chat that new entrants to this market are pricing very competitively.

AIG Risk Management (AIGRM) provides custom casualty and risk management
programs to Fortune 1000 and large regional companies under an array of financial
arrangements. It also provides risk management and risk transfer coverages to foreign-
based multinationials operating in the U.S., as well as specialty programs for the
transportation, canstruction and energy industries and for public entities. In 1999,
AIGRM saw strong growth in large construction “wrap-up” projects.

AIG Risk Finance (AIGRF) designs and implements creative risk financing solutions
drawing on AIG's worldwide resources of insurance and financial services companies
on behalf of clients requiring the most advanced risk management skills. This group
structures programs that blend financial, insurance and capital markets strategies to
strengthen balance sheets, to address solvency and liquidity concerns, and to help
manage strategic risks. By year-end 1998, AIGRF had established offices-in London,
Paris, Tokyo, Sydney and Johannesburg. o —

This group, formed in 1996, specializes in converting nonfinancial assets into asset-
backed vehicles using insurance to facilitate the transaction. It also creates insurance-
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type products to take on asset-backed financial risks from banks. When a bank needs
to get certain assets off its books in order to comply with risk-based capiral regulations,
AIGRF can act as a bridge and provide tax relief through structured finance, insuring
the asset’s cash flow rather than the asset itself. V

This division designs and markets AIG’s finite insurance products—essentially struc-
tured-finance arrangements in which AIG retains 20%-or less of the risk in order for
the full value of the financial protection to qualify as insurance, allowing the insured to
deduct the amount as premium. This produces all of the financial, tax and accounting
benefits of insurance in a risk-sharing arrangement between the customer and AIG.

Loss portfolio transfers are another growing market. AIG will analyze a book of known
losses and buy them at a discount. This is essentially the same service the AIG Mergers
& Acquisition division provides, but without an impending transaction as the catalyst.
AIGRF has growth potential internationally in this area, because many of the trends
that drive the business in the U.S.—the strong appetite for litigation, costlier insurance
and higher retentions—are migrating to-Europe, in particular. AIGRF is a hothouse of
entrepreneurial financial engineers, creatively looking for ways to blend tax, capital
markets, insurance and accounting strategies to reduce a large commercial client’s risk
and uncertainty; solve a balance sheet problem; and free up capital and human
resources to pursue earnings growth.

AIGREF also is active in insurance securitization—a way for insurers and reinsurers to
hedge their high-severity, low-frequency risks by transforming them iato debt securi-
ties that can be sold. Through AIG Risk Finance’s B FIRST program, a client can
acquire coverage with higher limits, longer ‘terms, less credit risk and more liquidity
than is possible through traditional insurance.

The division’s Environmental Protection Programs custom-design insurance to manage
a company’s known environmental liabilities, combining insurance with discounted
funding techniques and environmental consulting to manage a specific exposure. The
programs are developed in a joint effort of AIG Environmental, AIG Risk Finance and
the Environmental Management division of AIG Consultants Inc.

This is an important example of one of AIG’s key competitive advantages. Its array of
specialized capabilities and its flat organization structure enable it to marshal resources
from more than one profit center to solve a customer’s unique problem quickly in a
way that would be hard for many competitors to match. Yet management is able to
closely monitor its businesses on a profit center basis with traditional subsidiary
company structures and accountability. One-of the challenges the company does face
with this structure is mativating a subsidiary’s management that is singularly focused
on hitting its own performance targets to help steer business to divisions like AIGRF
and AIGM&A—and vice versa—that won't directly benefit the referring subsidiary.

AIG’s Mergers & Acquisitions Division exemplifies the company’s aggressive ap-
proach to distribution: Don’t wait for brokers to bring business to you. Instead, the
division looks to investment bankers and M&A lawyers to increase the flow of
submissions,
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AIG M&A, like Marsh Inc. and Aon, is providing tailored risk-management solutions
to clients involved in mergers and acquisitions. The goal is to clear the way for a deal
by walling off the post-deal entity from unresolved liabilities, or at least putting a
reasonable cap an them.

AIGM&A was formed in response to the success Marsh and Aon had in the late 1980s
with this concept when leveraged buyouts were prevalent. The product protects
directors and officers or a target company against lawsuits for product liability and
similar risks. By fixing a worst-case amount at which to adjust an acquisition price to
reflect unresolved liabilities, “finality” is provided to the buyer and seller at a

" reasonable price. The transactions can be structured to provide cash flow protection as

well, controlling the timing of liability payouts.

These transactions generally produce a large amount of up-front “float” for AIG to
invest, which it can do more profitably than the insured, given its investment
capabilities. In addition, AIG has earned considerable respect for its workout skills for
these types of liabilities over the years because it can often produce an underwriting
profit on the business. For example, consider a health care facility with numerous open
medical-malpractice claims. Using an aggressive alternate dispute resolution strategy,
AIG stands a good chance of successfully reaching quicker, cheaper settlements for less

“than the premium it receives, reflecting its claims-handling expertise and carefully

nurtured relationships with particularly effective trial lawyers and claims groups.

Relying on generating business through M&A lawyers isn’t the only nontraditional
element in this operation. The division is currently headed by a former investment
banker from Goldman Sachs, as opposed to someone with a traditional underwriting
background. This is an example of AIG’s practice of recruiting talent from the market
it is targeting, not from within the insurance industry, which often produces an
unexpected edge in a particular market. The flexibility of having traditional business
subsidiaries like National Union and American Home operating literally down the hall
from cross-divisional operations like AIGRF and AIGM&A clearly is another advantage
for AIG, in our opinion. In evaluating a client’s risks and known but open-ended
exposures, AIGM&A frequently learns about the client’s other coverages—or lack of
coverages—for more traditional risks and can refer the client to other AIG divisions to
solicit bids. :

Domestic Personal Lines

These operations consist largely of auto insurance operations, including the consoli-
dated results of 21st Century Insurance Group, the Woodland Hills, California-based
West Coast auto insurer that recently hired former Progressive executive Bruce
Marlow. 21st Century is a low-cost mass-marketer of private passenger auto insurance
in California and Arizona and just completed its first full year of operations in three
additional states, Nevada, Oregon and Washington. In 1999, the division, including the
consolidated results of majority-owned 21st Century, grew net written premiums
52.0%, to $2.16 billion, with a combined ratio of 96.3%. The group consists of:
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W Mass Marketing Division, including direct marketing to consumers and affinity
marketing such as the MBNA America Bank joint auto-insurance marketing
operation 4

® Specialty Auto Division, primarily the agent-driven nonstandard line
% 215t Century Insurance Group

The personal lines division generated 13.3% of AIG’s total net written premium from

general insurance operations and $189.1 million of income before realized capital.
gains, or 5.9% of the total for the general insurance segment. The company sees this

line as a major area for growth and has a multiple-channel strategy in. place to

accomplish that. The hiring of Mr. Marlow earlier this year after a brief stay at Allstate -
is an indication of AIG’s commitment and willingness to grow the business rapidly. Its

ambition is not so much to become the number one or two auto insurer as to use its

direct-sales strategy. to challenge the market positions of companies like GEICO and

Progressive and to do so profitably. 21st Century has been showing the impact of price

competition in its results, reporting a 103.8% first-quarter 2000 combined ratio. We

belicve AIG’s goal is to restore profitability, yet remain a market leader in growth. -

Exhibit 32: Domestic Personal Lines Operations

1999 Oitf 1998 Diff 1997
Net Premiums Writtan $2,1620 S52.0% $1,4220 75.1% $812.0
Net Premiums Eamed $2,079.0 62.4% $1.2800 620% $790.0

Loss Ratio 80.7% 1.9 78.8% -18 80.6%

- Expense Ratio 15.6% 0.2 15.4% -1.5 16.9%
Comblned Ratio 96.3% 21 94.2% -33 97.5%
! tment income $1128 29.7% $870 682% $51.7
Source: Company fat and Pait

Mr. Marlow -posted a valentine to GEICO at the Auto Insurance Report national
conference on April 2, saying that GEICO is the “absolute poster child” of today’s
insurance market (a “friendly institution” that is teaching customers that shopping is
“smart, natural, fun, relaxed and easy”) ‘and predicting that GEICO would have a
“titanic impact” on the industry. He cited Berkshire Hathaway's ownership of GEICO
as a powerful message to consumers that direct sales is a respectable way to buy insur-
ance, because everyone knows Warren Buffett can be trusted to pay claims. Finally, Mr.
Marlow predicted that direct sales in various forms could represent half the market by
2010 (a very lofty goal), and proclaimed an ambitious Internet strategy.

21st Century’s sales method is the same as GEICO’s, but the company has not
leveraged its connection to AIG. We believe that Mr. Marlow’s arrival at 21st Century
is the advent of a period of aggressive growth within the bounds permitted by
profitability, using a strategy that is very similar to GEICO's.
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Exhibit 33: 21st Century Insurance Operations

1999 0ift 1998 it 1997
Net Premiums Writien $2,1620 520% $1.4220 751%  $812.0
Nat Premiums Eamed $2,079.0 62.4% $1280.0 62.0% $790.0
Loss Ratio 80.7% 1.9 788%  -18 80.6%
Expense Ratio 156% 0.2 154%  -15 16.9%
Combined Ratio 96.3% 2.1 942% 33 97.5%
fnvestment Income $1128  29.7% $87.0  68.2% $51.7
Source: Company il tai and PaineWebber estimates. .
Exhibit 34: Top 20 Auto Liability Insurers Exhibit 35: Top 20 Auto PPD insurers -
Company 1998 1997 Company 1998 1997
NPW___ MkiShe _ NPW MKt She — NPW__ MiaShr  NPW WM Shr
State Farm $14,143464  20.0% $14816230 20.9% State Fam $10,009037 19.3%  $9,641,509 19.9%
Alistate $8,520,220  12.1%  $8,464,732 120% Alstate $6.025.406 11.6% $5638,657 11.6%
Farmers $4,139,407  59% $4,192914  59% Famers $2721.360  53%  $2,148247  4.4%
Progressive $3.047.093  4.3% $2764.163  3.9% Progressive $1917,437  37% $1,603.862 3.3%
Natlonwide $2,980,177  42% $2,823,337  4.0% Nationwide $1.870.501  36% S1.681.667 3.5%
Berkshira Hathaway $2.511,047  36% $2228,862 32% USAA $1.567.800  3.0% $1434757  3.0%
usAA - $2077.972  29% $2193.807 3.1% Berkshir Hathaway $1,554.560  30% $1.292,136 2.7%
AG $1.523325  2.2% $1.009,600  1.4% Citigroup $986,208  1.9% S0 0.0%
Citigroup $1,520361  2.1% $0  00% American Family $964.955  1.9%  $840734  1.7%
The Hartfard $1311.674  19% $1,039,190  1.5%  Liberty Mutual $915285  1.8%  $804.619  1.7%
American Family $1.295934  1.8% §$1212926  1.7% AG $628.828  1.6%  $584.692  1.2%
Liberty Mutuat $1.273.4568  1.8% $1.259.627  1.8% SAFECO $806,863  1.6%  $734,347  1.5%
SAFECO $1,033,712  1.5% $1032048  1.5% The Hartord $662,950  1.3%  $550486  1.1%
American Financial $655,298  1.2%  $941,574  1.3% CNA $670.818  13%  $648,040  1.3%
California State Auto $835,2682  12%  $910,182  1.3% Califomia State Auto $588,906  1.1%  $536.285 1L1%
CNA : $771.725  1.1%  S$787.558 1.1% GMAC $587.283  1.1% 0 0.0%
ERIE $759,186  1.1%  $764,325  1.1% Auto Club of Michigan $564,204  1.1%  $563.607  1.2%
Mtropoiitan $732840  1.0%  $740,243  1.0% StPaul $551,295  14%  $302,360  0.6%
Prudential of America $703,724  1.0%  $843799  12% ERIE $534.878  1.0%  $504.665  1.0%
Marcury Generat $657.378 _ 0.9% __ $663446  0.9% Alimerica Fi $488.501 _ 0.9% __ $473578  1.0%
Top 20 Total §50,705,286 _ 71.7% _$49.983,135 _ 70.7% Top 20 Total $34815435  67.2% $31418,565 _ 64.7%
Top 30 Total $55,886,572  79.0% $54.954,847 77.7% Top 30 Total $38.788,029  74.8% 534.953,556 72.0%
Total $70,722,782 $70,742,912 Total 51,829,652 $46,527,008
% Change 0.0% . % Change 6.
Sourve: St tinancial and PW Source: St i and PW
The Mass Marketing Division provides coverage for preferred and standard auto risks
and has expanded its direct-to-consumer programs to 47 states plus Washington, D.C.
It continues to strengthen its affinity business, one of the largest such programs and
one of the division’s original businesses. A fifth call center was added. The Specialty
Auto Division features nonstandard auto programs, produced by independent agents,
with operations in 30 states. More than two-thirds of AIG’s personal-lines business is
produced through the Mass Marketing Division. The personal lines group writes
business through an eight-member group led by American International Insurance Co.
Included in AIG’s auto operations are some sales generated through aigdirect.com, an
Internet auto insurance distribution channel, though not on the scale of the affinity
smarketing program. The company has placed a high priority on developing the
Internet channel, but remains conservative in its outlook for the ultimate potential
volume of auto policies that can be sold via the Internet. The focus has been on
simplifying the application process without compromising the quality of underwriting.
Management believes that it is still too early to say for sure whether loss experience on
- ST—
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Internet-generated business is higher than on policies generated through other
chanaels. The extent of the potential for Internet sales volume is the subject of debate
throughout the industry and even within AIG. The company is placing increasing
emphasis in its overall Internet strategy on business-to-business as well as on business-
to-consumer.

In 1999, the Mass Marketing and Specialty Auto divisions boosted voluntary auto
premiums by 34%, pushing total net premiums to $1.3 billion and increasing the
number of preferred and standard policyholders by 50%. The Specialty Auto Division
-increased the number of autos insured by 28%. Also in 1999, the company began
marketing insurance through MBNA to the bank’s customers. Premiums for 21st
Century declined because of intense competition in California, the nation’s largest auto
insurance market, However, 21st Century grew the number of autos insured in
Arizona by 37% and doubled the number of policies sold via the Internet.

Eﬁlb!t 36: Top 20 California Auto Liability Insurers Exhibit 37: Top 20 Catifornia Auto PPD Insurers

Company 1998 1997 Company 1098 1997

OPW Mict Shr [T Mkt Shr . oPwW Mkt She oPw Mkt Shr
State Fam $1.295 153% $1,419  16.2% Farmers $742  146% - $743  153%
Farmars . $1,201  142% $1.279 14.6% Siate Farm $741  146% $764  15.7%
California State Auto $785 - 9.3% $864 9.8% California State Auto $576  11.3% $537  11a%
Alistate $699 8.3% $737 8.4% Intering Exch of Auto $432 8.5% $367 7.6%
{nterins Exch of Auto $625 7.4% $644 7.3% Alistate %41 8.1% $386 7.9%
Mercury General ' $620 7.3% $630 7.2% Mercury General $372 7.3% $310 6.4%
21% Century $536 63% $547  62% 21 Century $322 63% $325 6.7%
USAA $219 2.6% $271 3.1% USAA $18S 3.6% $178 3.7%
Progressive $185 22% $169 1.9% Progressive $98 1.9% $66 1.4%
American Financial $150 1.8% $151 1.7% SAFECO $92 1.8% $88 1.8%
SAFECO $142 1.7% © $152  -1.7% Berkshire Hathaway $87 1.7% $58 12%
Clarendon $139 1.6% $70 0.8% American Financial $63 12% $52 11%
Orion Capital $130 1.5% $126 1.4%  Nationwide $56 1.1% $54 1.1%
Berkshire Hathaway $127 1.5% $102 1.2% Allianz $52 1.0% $29 0.6%
Bristal West Ins $124 1.5% $142 1.6% GMAC 349 1.0% $52 11%
TIG Holdings $94 1.1% $79 - 0.9% Wawanesa $49 1.0% $46 0.9%
Natlonwide $9t 1.1% $93 1.1% Califomia Casualty $46 0.9% $52 1.1%
CNA $82 1.0% $74 0.8% Bristol West Ins $39 0.8% $31 0.6%
Allianz $75 0.9% £39 0.4% The Harttord $38 0.6% $27 0.6%
The Harttord $72 0.8% ) $58 0.7% CNA $37 0.7% $30 0.6%
Top 20 Total $7.387  87.4% $7,647 B87.1% Top 20 Tatal $4.488 88.2% $4,193  86.4%
Top 30 Total $7.881 93.2% $8,230 93.7% Top 30 Total $4.771  93.7% $4,506 92.9%
Total 38,453 58,764 Total $5.000 $4,852 ’
% Change -3.6% - % Change X 4.9%
Source: tinancial and PW esti Source: y fi and PW
64 .
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United Guaranty Corp.

United Guaranty Corp. (UGC) is the third part of AIG Domestic General Insurance
group. The core product is residential mortgage loan insurance—private mortgage
insurance, or PMI—against default on conventional first-mortgage loans on single-
family homes as well as on home-equity loans. Mortgage lenders usually require the
coverage on first mortgages with down payments of less than 20%. Formed in 1963
and acquired by AIG in 1981, UGC increased operating income by 35.7%, to $301.1
million, in 1999, despite a decline in total U.S. mortgage volume.

UGC’s la}g'est subsidiary,.l_l‘nited Guaranty Residential Insurance Co., grew its annual _

new insurance written to $27.2 billion, up 11% from the 1998 total. The unit’s 1999 total
represents 14.4% of the combined total for the seven active U.S. PMI writers. In aggre-
gate, the seven.wrote a total of $188.9 billion of new insurance, up just 0.8% from 1998.

The growth reflects new e-business initiatives aimed at giving mortgage lenders and
servicers a streamlined way to transact business via the Internet rather than through
dial-up online services. It also reflects new mortgage insurance programs, including
RateXchange for borrowers with good credit histories to lower interest rates, UGC also
created Centre Capital Group Inc. to create market demand for high-quality niche
loans by buying and selling these mortgages to create liquidity for loan programs that
need higher levels of insurance coverage.

The company continues to expand internationally. In 1998, it launched E.M.I.-Ezer
Mortgage Insurance Co. Ltd. in Isracl. UGC also has established a branch in Hong
Kong to reinsure loans purchased by the government’s Hong Kong Mortgage Corp.
The PMI industry in general expects to cultivate growth outside the U.S., especially in
Europe, where the concept of insurance to increase the population of eligible first-time
homebuyers is just beginning to catch on. In our opinion, AIG’s established
international presence in many other financial services gives UGC a clear path to
exploit this growth'potential.

An estimated $950 billion of new home mortgages will be originated in the U.S. in
2000. [n 1999, as noted, the PMI industry insured $188.9 billion of new mortgages. The
number one and two leaders in this business are Mortgage Guaranty Insurance Corp.
and PMI Group Inc., respectively. :

Exhibit 38: Private Mortgage Insurance Companies

1998 Mict. 1897 Mkt. .
Compani oew She oPw Shr
Mortgage Guaranty ins Carp $682.676 34.7%  $644,179 35.7%
PMI Mortgage Guaranty Co ! $387999 19.7% $348,745 19.3%
United Guaranty Residential $317,282 16.1% $304,267 16.9%
Radian Guaranty Inc $261,782 “133%  $218461 12.1%
Republic Mortgage Ins Co $241,816 123%  $222,415 .123%
Triad Guaranty ins Corp $50,060 2.5% $36,623 2.0%
GE Capital Mortgage lns $25211  1.3% $30,905  1.7%
Market Total $1,966,826 100.0% $1,805,595 100.0%
Tincludes Commonwealth Mortgage Insurance Company results.
Saurce: AM Best, A C ies of America. and PW ——
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PMI yields among the most attractive combined ratios in the insurance business—
typically in the 60% area. Such an attractive underwriting margin, however, not only
leads to more competition, but also makes PMI an easy target for state insurance
regulators and consumer activists who view any insurance against minimal risk as
potentially predatory.

Indeed, in the late 1990s, the PMI industry, after decades of praise for offering a
cheaper alternative to government programs to increase home ownership, came under
attack for collecting premiums long after the policyholder’s equity surpassed 20%,
rendering PMI unnecessary. This led to federal legislation, passed in 1998, mandating
cancellation once a borrower’s equity reaches a certain level and requiring the insurer
to tell the borrower how to cancel the coverage. -

The industry’s lead trade group, the Mortgage Insurance Companies of America, is
responding with a coordinated public relations campaign to repair the industry’s image
and to refocus attention on the virtues of PMI as a way to encourage new homebuyers
to enter the market sooner. This is an important effort for an industry that is subject to
the effects of interest rate changes as well. For example, declining rates can pressure
this market, because homeowners frequently find when they refinance to take advan-
tage of lower rates, that they have built up enough equity—more than 20% of the
property value—not to require PMI. Rising interest also can hurt the industry by
slowing home sales and therefore mortgage originations, the best leading short-term
indicator for industry performance. Offsetting that is less refinancing and greater
renewal premium. United Guaranty has responded in typical AIG fashion to these
market conditions. It is developing new products, new efficiencies and new markets
around the world. Clearly, in 1999, UGC benefited.

Foreign General Insurance Group

AIG's Foreign General Insurance Group generated 34.2% of AIG’s total non-life -
insurance revenue in 1999, up from 32.9% a year earlier, and 11% of AIG’s 1999 pretax
income. The group, with operations in more than 70 countries, writes business
primarily through American International Underwriters (AIU), the heart of AIG’s
foreign non-life operations. AIU is a marketing unit that consists of subsidiary agencies
and insurance companies, and foreign-based insurance units that write business for
their own accounts. The business, including both commercial and personal coverages,
generated $5.55 billion of net premiums in 1999, compared with $4.8 billion in 1998,
Therefore, Foreign General Insurance is 68% as large as DBG which, unlike Foreign
General, doesn’t offer personal lines.

Foreign General's results in 1999 reflected 15.6% growth worldwide, reflecting the full-
year consolidation of Transatlantic in 1999 vs. the final two quarters of 1998, and the
economic recovery in Asia. Catastrophe losses, however, accounted for 2.4 points of
the 1999 Foreign General combined ratio of 94.2%, which was up from 88.6% in 1998.

- This group includes the foreign business of Transatlantic Holdings, which posted $60
million of catastrophe (cat) losses in the-fourth quarter. An additional $23 million of
cat losses were reported through AIG. At the same time, however, the spike in foreign
catastrophe losses has driven rates sharply higher in lines affected by such losses.
Transatlantic derives about half of its business from non-U.S. sources.
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Exhibit 39: General Insuranca NPW Distribution, 1999 and 1998
1999 1998

Source: Company financial statements and PaineWebber estimates.

AlU serves the non-U.S. insurance property/casualty needs of multinational clients—
both U.S. and foreign-based. It also markets to local commercial companies and
consumers. AIU divides the world into ten regions for distribution purposes, cach with
its own president responsible for five product areas: accident and health, energy,
personal lines, commercial lines and marine. The division operates under a matrix
management system that prevents underwriting excesses, promotes compromise,
fosters an entrepreneurial approach, sharpens decision-making, and focuses on results.
As with all AIG units, the organizational structure is very flat.

Exhibit 40: Foreign General Insurance Operations

1999 Oitt 1998  Diff 1997 Oite 1996 Ditt 1995

Net premiums written $5546 156% $4,799 9.8% $4370 1.0% $4325 29% $4,203
Net premiums eamed $5461 18.0% $4,627 13.7% $4,069 0.9% $4,033 -12% $4,083
Losses & LAE $3519 314% $2,678 162% $2304 -12% $2332 -3.9% $2428
Underwriting expenses $1.632 144% $1.427 125% $1,268 -27% $1,303 -46% $1,366
Underwriiting profit/(loss) $310 406% $522 50% $497 249% $398 37.7%  $289
Loss Ratio | 64.4% 66 57.9% 13 56.6% -1.2 578% ~1.6 59.5%
Expense-Ratio 29.8% -1.0 _ 30.8% 04  31.2% 0.6  31.8% 0.7 32.5%
Cambined Ratio 94.2% 56 -88.6% 09 87.8% -1.8  89.6% 24 92.0%
Net investment income $522 192% $438 18.7% $369  B8.8%  $339 11.0%  $306
Operating income $832 -13.3% $960 10.9% $866 17.5% $737 209% $610
Source: Company i and PW .

The focus in Foreign General insurance is on launching new products and distribution
initiatives stemming from technology advances, increased privatization, growing
affluence in emerging markets, infrastructure development, and AIG’s global network
of financial services. For example, AIG Europe specializes in asset protection for major
and multinational companies, along the lines of the services offered through AIG Risk
Finance in the U.S,, including customized packages of insurance, risk management
programs and financing alternatives.

In Japan, as part of an effort to expand distribution channels, AIU formed a joint venture
with ORIX Co. Ltd., a Japanese nonbank financial institution, to market AIG products
to small to mid-sized companies. In 1997, through American Home Assurance’s branch
in Japan, AIG also launched the country’s first rate-differentiated direct-marketed auto
policy. Management indicated that direct auto sales in Japan are 15-20% of the
personal auto business, and the market will likely grow faster than in the United States.

[TTTTTT——
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AIU traces its roots to the company’s inception in 1919, when U.S. Army veteran
Cornelius Vander Starr, a former ice-cream parlor owner from California, opened a
small property/casualty insurance agency, American Asiatic Underwriters, in Shanghai.
The agency started out representing several U.S. insurers offering fire and marine
coverages. Mr. Starr entered the life insurance market two years later, setting up Asia
Life Insurance Co. to market to the Chinese. After ten years, the organization had
offices and agencies across China and had expanded into Horig Kong, Indochina,
Indonesia (Jakarta), Malaysia (Kuala Lumpur) and the Philippines. The key to the
agency’s early growth-—a local strategy of hiring, training and promoting indigenous
people to manage the operations—was established by Mr. Starr and remains a-
fundamental principle of AIG’s operations worldwide. -

Exhibit 41: Estimated International Non-Life Premiums

1998 %of 1993/1998
Location $, miflions  Total Mkt. Gwth

Japan $2,234.32  324% -4.7%

United Kingdom $1,580.49 22.9% 76%

Europe $1,051.18 152% 3.3%

Other $2,039.96  29.5% 2.3%

Total * $6.905.94 100.0% 1.7%

{ntemational ! $6,905.94 33.4% 1.7%

u.s. $13,778.35  66.6% 3.3%

- Total Premiums __ $20,684.30 _100.0% 2.4%

1998 AIG Intemational DPW is a PW estimate.
Source: AXCO, Sigma and PW estimates. .
M. Starr opened AIU offices in 1926 to underwrite American risks abroad as a general
agent for U.S. insurers. Just prior to World War II, Mr. Starr moved his headquarters
to New York City. He entered the Latin America market in the 1930s, and was poised
to take market share in the void left by European insurers hampered by the outbreak of
war in Europe. Eventually, ATU’s premium volume in Latin America exceeded that in
Asia. Soon after World War I, Mr. Starr returned to China, but along with other
insurers was forced out of Shanghai.in 1950 by the Communist government. The
company retreated to its already-established headquarters in Hong Kong.

Not until 1993 did AIG reestablish a licensed presence in China, after decades of
working to overcome the opposition of the state-owned monapoly. CEQ Maurice
“Hank” Greenberg, who took the reins of AIG in 1968 shortly after Mr. Starr’s death,
leveraged the company’s cultural legacy as a historically Chinese company to pave its
way back into China. He did this through tireless relationship-building with Chinese
leaders beginning before the U.S. established diplomatic relations with China. He also
worked to enhance U.S. lawmakers’ understanding of China, ultimately clearing the
way for AlG to receive the first foreign license to enter the Chinese market. As a result
of these efforts and in keeping with its origins, AIG is considered a domestic company .
and has been grandfathered from restrictions on foreign ownership in China.

In the wake of World War II, AIU established footholds in Japan and Germany,
primarily by selling property coverage to American soldiers. The company’s presence
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‘ in Japan positioned it for rapid growth when the coﬁntry lifted its ban on foreign

companies’ underwriting general insurance in 1951. AIG is now the largest foreign
non-life insurer in Japan, and Japan is now AIU’s largest non-U.S. market by a wide
margin, with more than 30% of AIG's total foreign non-life premiums in 1998.

Before the war, AIU’s European operations consisted of small agencies in-Belgium,
France and the Netherlands, but tight capacity in the post-World War 11 insurance
market created a market opportunity in Europe that AIU was quick to exploit. The
company expanded throughout Europe, and has continued to expand into Eastern
Europe in the wake of the fall of the Iron Curtain. :

AlIU’s continuous search for new regional opportunities is part of a long-term growth
strategy. At year-end 1999, AIG was granted a general insurance license in Sri Lanka.
Just since the beginning of 2000 alone, it has established new beachheads (though
presently on the life side only) in India and Vietnam, in keeping with a kind of “crop-
rotation” approach to growth that calls for planting seeds-in emerging markets that less
nimble companies are more cautious about entering. AIU’s approach amounts to a
mix of speed and patience; the company is quick to-get its foot in the door of any new
market with potential, no matter how small, and is willing to wait years to see tangible
results. It has the confidence to make these moves without forming committees and
hiring_consultants because of its flat organizational structure and its adherence,
through decades of growth, to its original culture as an entrepreneurial enterprise
focused on emerging markets. - :

The recent linkup of AIG and the Tata Group in India is a prime example of how the
company approaches emerging-market opportunities in a focused, aggressive manner.
Tata, India’s largest industrial conglomerate, and AIG plan to set up two separate
companies under separate licenses and with separate managements to sell general and
life insurance. The arrangement is a role model of the strategy typical of AIG’s highly
effective approach to non-U.S. markets:

® In 1997, the AIG board of directors appointed the outgoing Ambassador to India,
Frank Wisner, as Vice Chairman, External Relations.

® AIG demonstrated its financial might and commitment to India by investing capital
for infrastructure development in the country, with the promise of more to come—

* after its insurance operations are licensed, which is expected in 2001, and _firmly
established. AIG already had invested $300 million of its $5 billion Asia Fund in
telecommunications, information technology, power and transportation projects in
the country and plans to raise that zmount to $1 billion after it begins its insurance
operations.

W AIG established a partnership with a premium local organization, the Tata Group,
which has a wide distribution network selling a broad range of products and services,
including cars, steel, tea and coffee, and financial services. Tata represents instant
access to a commercial-client base as-well as a means to distribute personal-lines and
life insurance products.

American International Group May 8, 2000
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® The company is recruiting and training local talent to run the operations, but with
the hands-on support of the parent company in the form of expertise in product
design, marketing and expense management as well as in the form of capital.

The India joint venture also exemplifies how AIG adapts existing products to potential
niches that can become springboards to broader-based growth in terms of types of
coverages and markets for those lines of business. Directors & officers (D&O) liability
coverage, a mainstay of AIG’s domestic operation, is being pitched to India’s hottest
industries, including information technology and pharmaceuticals, some of which have
succeeded in launching IPOs. Already AIG’s India managers are actively cultivating
relationships with potential customers whose initial business might be small and
i narrow, but that may lead to broader coverages years hence.

Two other critical elements drive AIG's success outside the U.S.:

® Unlike most geographically diversified companies, AIG enjoys even less bureaucracy
overseas than in the United States. While a flat organization structure is a hallmark
of the company, 70 Pine Street, AIG’s world headquarters in New York City, allows
its far-flung outposts, which are smaller, more streamlined operations, to operate as
flexibly and entrepreneurially as possible. B

® Very much related to this level of decentralization is a strategy built on AIG’s
practice of selecting bright, energetic locals to run its start-ups and, cqually
important, giving these individuals a wide berth to make their own decisions on
what needs to be done to succeed. AIG management is known for its willingness to
give promising people the latitude they need to win—as well as to change course
quickly when a-strategy clearly is failing.

AIG builds these hothouses wherever it sees potential for a market to develop, no
matter how far out into the future it might bear fruit. It has seen some slow starts—for
example, in some of the former Soviet Bloc countries—but the amount of capital
required to establish an outpost is minimal, and the philosophy of establishing
relationships well in advance means that to date AIG has never been an opportunistic

Iohnny—come lately” trying to enter a new market. This is one of the benefits of scale;
the company’s vast size allows it to plan far into the future and to make these
commitments without hobbling its current financial results.

This kind of strategy works for AIG, in particular, because of a unique blend of flexibil-
ity and control that can best be characterized as decentralized business management
with centralized financial control. Its managers have a free hand with which to build
their businesses, but the parent company requires that they closely track their financial
performance and cash flow on a daily basis and measure those ongoing results against
established targets and benchmarks. As in all of AIG’s aperations, things usually can’t
go wrong for very long before top management detects it and acts, even in the smallest
corners of the empire.
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Life Insurance Operations

Life insurance revenues in 1999 were 44.8% of AIG’s total; further, of the company’s
earnings, 39.6% were derived from AIG’s life business compared with 39.2% in 1998.
And until the acquisition last year of SunAmerica Inc., the vast majority of AIG’s life

. insurance revenue originated outside the U.S. and was concentrated in a relatively
small number of countries, as shown in Exhibit 42. In turn, the vast majority of life
revenue comes from Asia and the Far East, with Japan and Taiwan representing the
company's two largest single-country sources of revenue.

Exhibit 42: 1999 Life Revenue and Life Premi

1999 Life Revenue as a Percent of Total

1999 AlG Life Premiums by Major Groups

AlA + Nan

T —— Snen
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In 1999, pretax income before realized capital losses for AIG’s global life operations
rose 22.8%, to $3.01 billion from $2.45 billion in 1998. Domestic life operating income
before realized capital gains in 1999 totaled $1.062 billion versus $782 million in 1998
‘(restated to include SunAmerica results).

Premium income rose 16% in 1999, to $11.94 billion from $10.29 billion. Life
insurance net investment income rose 19.3%, to $6.21 billion from $5.20 billion. In
1998, prior to restatement to reflect the SunAmerica acquisition, non-U.S. sources
generated 92.8% of AIG’s life premium income and 91.7% of pretax operating income.
In 1999, those numbers shifted 16 92.1% and 64.7%. SunAmerica was pooled in 1998
so this is an apples-to-apples comparison, reflecting the high growth in SunAmerica’s
fee and spread income stream from retirement products. Before SunAmerica, AIG’s
U.S. life operations generated $150 million of operating income in 1998.

With SunAmerica on the team, AIG’s global life strategy takes on a new dimension, the
ultimate potential of which is hard to estimate because of the many “soft” variables
relating to competitor response,-savings trends in emerging economies, and regional
political and economic stability. Clearly, however, SunAmerica gains tremendous
competitive advantages by virtue of AIG’s top credit ratings and global presence, and
we expect AIG to ultimately see its ROE benefit as a result. At the same time,
SunAmerica’s international growth potential will be enhanced by AIG’s command of
the nuances of local markets, unparalleled international distribution, and hands-on
day-to-day management approach to sales, marketing and product innovation. So far,
this appears to be one of those rarities in which two plus two really can equal five, and
not simply because of one-time cost reductions. Indeed, employment at SunAmerica
hias risen since it became part of AIG.

PﬂiﬂCWCbbCf American International Group May 8, 2000 ;

AIG-F 00185865

[

P P T

DR

st



American International Group May 8, 2000 Painchbbcr : 5

Exhibit 43: Five-Year S y of AIG's Life Operations i
1999 % Chg 1998 % chg 1997 % Chg 1996 % Chg 1995 % Chg

Premlums

Domestic’ $947.0 20.8% $784.0 34.5% $583.0 9.0% $5350 153% $4640 25.4%
Fareign $10995.0  15.6%  $9,509.0 1.5% $9.373.0 11.0% $8.4430 115%  $75750 192%
Total $119420 16.0%  $10.293.0 3.4%  $9.956.0  10.9% $8.978.0  _11.7% __ 38.039.0 19.6%
Oomestic’ - $1.0620 35.8% $7820 23.7% $632.0 532.0% $100.0 69.5% $59.0 $55.3%
Foreign $1.9440 16.8%  $1.6650  16.8% $1,4250  19.8% $1,189.0 ~19.0% $999.0 20.7%
Total $3006.0 228%  $2447.0 19.0%  $2057.0 59.6% $1.289.0 21.8%  $1.058.0 222%

Assets .

Domestic $72,358.0 31.9% $54,869.0 10.3%  $49,7290 - NA N/A N/A N/A N/A

Foreign $56,339.0 15.6% $48,742.0 28.2% $38.018.0 NA NA NA A N/A
- Total ** $128,697.0 242% $103,611.0 18.1%  $87.747.0 21.4%  $72.275.0 20.2%  $60,125.0 74.3%

¥ 1996 and 1995 dala are not restated for the SunAmerica acquisition.

#1995 % chg is computed using 1994 lifa assets that have nat been for the S ica

Source: Company and f ebber

International Life Insurance

AlG’s international life insurance operations represent one of the company’s greatest
sources of long-term revenue and earnings growth potential. In Asia alone, it has about
115,000 agents. Two key elements power this growth potential. First, favorable regula-
tory and economic changes are sweeping through the non-U.S. markets where AIG
over the past several decades has worked hard to establish and maintain a presence.
Second, the acquisition of SunAmerica provides AIG with a proven platform for
quickly launching innovative retirement-saving products that are just now catching on,
especially in the Asian and Far Eastern countries where AIG’s penetration is deepest.

Finally, a potentially significant source of growth for AIG lies in liberalization of
foreign ownership rules in certain countries. AIG already owns controlling stakes in
the vast majority of its foreign operations. It generally favors 100%-owned branches.
With liberalization, however, AIG could decide to take advantage of opportunities to
acquire additional properties in addition to buying thé portion of any overseas
investment and joint venture it does not already own 100%. :

AIG's ability to buy in outstanding shares of joint ventures would depend on the local
partner’s interest in maintaining a long-term insurance market presence. We would
expect that in Brazil, for example, Unibanco would not sell AIG the other half of its
joint venture because Unibanco is a major player in the bancassurance market.
However, in countries like India where AIG is pacrtnering with an industrial company
that may have less long-term interest in the business, there could be the potential to
eventually increase the level of investment if rules are liberalized to allow more than the
current 26% ownership. - e

1t should be noted that AIG’s international business is relatively concentrated. One

— ' reason the company has such outstanding growth opportunities is that 65% of its pure
life business today comes from only four countries—Japan, Taiwan, Hong Kong and
Singapore (although its deposit premium and premium products are more diversified).
Markets like India, China and Indonesia barely show up on the radar screen, but
should be important growth drivers in the future. .
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Exhibit 44;: Estimated International Life Premi

. 1998 % of 1993/1998

Location $. millions Total  Mkt. Gwth
Japan $2,234.32 23.5% -3.5%
Taiwan T $2,203.21 23.2% 9.4%
Hong Kong $1,138.80 12.0% 21.7%
Singapore $836.65 - 8.8% 18.4%
Thailand $628.00 6.6% -0.4%
Other $2,468.30 26.0% 9.9%
Total $9,509.3 100.0% 3.4%
International $9,509.3 92.8% 3.4%
U.S. $737.4 7.2% . B2%
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Total Premiums  $10,246.67  100.0% 4.6%
Source: AXCO, Sigma and PW estimates. .

American Life Insurance Co. (ALICO) operates in approximately S0 countries,
including Japan, Europe, the Middle East, South Asia, Latin America and the
Caribbean, through approximately 24,000 licensed -agents and brokers, an increase of
2,000 from a year earlier, reflecting greater emphasis on hiring and training in Japan.
ALICO’s products include traditional life, accident and health, and group insurance for
large and small organizations, pensions and annuities. Notably, in select markets in
1999 where AIG name recognition is high, ALICO began to co-brand its products as
“AlG Life.” This appears to be the first step in what may become a long-term strategy
of global branding. :

ALICO’s largest volume of premium comes from Japan, where we estimate that AIG
wrote more than $2.2 billion of life premitms in 1998, making it the second-lar<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>