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STRONG BUY: . We are upgratting AlG from Outperform to Strong Buy
Piica {March 13, 2001): $78.79 Our larget remains $110.
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:Change in Récammendaflon

Price Targelt $110 R
52-Week Range: $103.75 - 54.42 * Ourupgradeis based on recent price performance
The stock has pulled back 24% Fom its 52-week high and there is now
39% upside to our target.
[whaTs chanceo |
P o Pre— * We see several caralysts
ing: pEl‘ 1V - . 0 .
aling orm fo Slroag Buy In addition to a more atiractive valuation, we cite AIG's expected first
quarter eamings performance relative to large-cap peers and the
possibility of more clarity on the management succession process.
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and non-life operations. X 250 hys major asset-
and limancial-servites divisions, in-

cluding the wa:ld's farges oireraf-easing compony.

Please refer to lmportant disclosures at the end of this report.
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Upgrading the Global Giant to Strong Buy

‘We are upgrading AIG from Outperform to Sirong Buy,
keeping our $110 terpet. The stack has pulled back 24%
from its 52-weck high and there is now 39% vpside to our
targer. We do believe some additional risk should be
incorporated into the expected relum right now given the
choppiness of the markct and the recent multiple contraction
among the largest cap names. However, with the stock
irading below $80 we believe en upgrade 33 duc and now
consider AIG one of our two best ideas (the other being XL
Capial (577.25)). Ovr upgrade is also based on our
conviction that AIG has the eamings power 10 outperform
the markes for the foresecable future. Qur tarpet s 34x
200ZE and 495% of 2002 book valuc {roughly in line with
the current valvalion).

«  AlG is now trading at 130% of the S&P 200} multiple.
Historically the stock has Iradcd at aboul 110% ofa
market multiple, althoogh that average includes long-
previous periods when the 2amings mix was more
heavily weighted toward the volatile property-casuvalty
lines. With camings growth in the mid-tcens, and
likely sustainable, we believe 1he stock should receive a
premium valuation.

o AIG is trading a1 27.7x 2001 E, 24.12x 2002E, and
480% of book valuc. The laiter comparcs with an
absurdly wide historical valuation range of 120% (in
1994} 10 600% (in 2000). The stock is not “cheap™ in
the tradilional sense of price/book value, However, our
float valvation madel indicates that AIG menils an even
higher premium because of the sustzinability ol its
camings growth rate,

»  Looked et another way, even if AlG iraded down lo 3x

" book value from the current level and remained there,
an invesir would eam a compounded rcivm of 7,4% a
year for the next decade simply due to the high
eamings growth rate. At4x beok value, an invesior
would eamn 10.4% compounded. We do not nccessarily
expeci the slock Lo conlinue 10 trade at the current
valuation a decade oul; we can’t sce that far into the
futare. However, we believe a 3-4x mulliple
expectation is not unreasonable considering the
company’s oulstanding growth potential (which will
stil) be in an easly stage in some vastly imporiant
countrics, such as China, a decade from now).

American Int'l Grp - Morch 14. 2001

AlG is far more than a propeny-casualty insurer. Its
operations run the gamint of financiel serviecs, including
mutual funds, privato and global cquity funds, corporate
financial services, infrastructure funds, sircraft keasing,
derivatives and dities trading, and 21l kinds of lifc,
personal Jines, and commercial bines of insurance. The
company is a true growth story in the financial services
indusiry as we)l as being the most consistently profitsble
major insurer in history.

Groweh with earnfugs. AlG loday has outstanding
opporunitics in the emerging markets, whete insurance and
asset accumulation are growth prod The
stratcgy of intemational growth focused on asset
accumalation, risk management, and these rapidly-
expanding markets has produced standout results. AIG's
performance-oriented, enlrepreneurial enlture js iegendary.
So is its position as the low-cost producer in every business.

pany’s

We have analyzed A1G’s poiential in key markeis and
believe the company has sct the stage for mid-teens growth
for the next decade. After visiting key markeis and
compelitors, we note that the company’s business is
relalively concentrated today yet it has l1aid the groundwork
for strong growth in importam markets.

= Jis best opportunities will continue to be outside the
US, in Japan, China, India, and the sest of Asja.

e Thecompany has a small market share in its largest
current and poteniial markets -- Japan, India, and
China.

»  Insurance and retirement products in Asia are one of
the fastest-growing seciors of the economy.,
Individuals have high savings rates and an emecging
middle class seeks income prolection through life
insuronce.

¢ A)G enjoys relatively wesk compelilionand a
favorable regulatory environment in many jurisdictions.

= AJG knows how 10 run the machine right ~ braining
agents, gelting licenses, seiting up an infrastructure,
and omgrowing its indigenous and foreign competitors
in neasly every markel it enters.

We 2lso believe AIG is a likely consolidator. The company
has spoken of its desire 1o be a buyer in the life insurance
and assct management indusiries. Mest recently it has

Please refer o Important dizclosures at the end of thls report.
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downplayed credit cards, and we believe would not seck the
volatility of broker-dealers or personal lincs insurers. There
is obviously risk of arbitrage pressure on the shares if the
company makes a stock acquisition (see Risk Faclors).
Depending on the specifics, that could be an even more

ive buying opportunity

First quarter carnings: We csimate first quaricr camings
of $0.66, in linc with consensus. The outlook for the
properly-casualty sector in general is quile mixed, and the
S&FP large-caps are reporting and preannouncing
disappointing numbers cvery day. We believe that AIG wil)
continue to be an exception to this trend given its below-
average exposure to most of the risk faciors in the quarier
{asbestos, catastrophe, loss reserves, inflation). In addition,
we believe that A1G's personal lines oprration will show
impyoved resulis. Our investment thesis is that valuations
will begin to diverge as the limited ber of compani

with solid earning! inue to p strong results. We
should be setumning to a stack-picker’s markel, If'so, we
anticipale that the stock will begin to recover from its

ion in the g J-sclloff.

P r

Management > AlG*s legendary CEO, Mavrice
“Hank” Greenberg, has sieered the company for most of its
history, with results that have been rewarding 1o
shorchelders for deeades. As Mr. Greenbesg is now 75
yearx old, investors arz understandably concerned with who
will 1ake the helm, panicolarly since his designated
successor and son, Evan Greenberg, IeRt the company last
fall. We believe that AIG has many steectural ndvantages,
such as its cnosmovs scale, and therefore is unlikely 1o Jose
its competilive.advantage quickly even if the successor falls
shon of his predecessor’s record. Nevertheless, this issue is
a very important one for Ihe company and we believe Mr.,
"Greenberg has been piving it considerable thought. AIG’s
annual report will be hitiing the street any day, and the
sharcholder meeting is just around the comer. We would
nol be surprised if there were some more explicit
commentery, ot lcast on lhe planning and sansitional
pracess, in the near future. In general, we believe this
would be a posilive calalyst for the stock unless the
company named e specific suecessor who would be -
assuming the role in a relatively short time frame,

No surprises. lnvestors appreciate the company's “no
surpnises™.eamings track record, Hawever, there’s been no
evidence of AJG accelerating revenue, deferring expenses,
booking one-off gains as operaling ilems, and so forth. If
anything we belicve the company does the opposite --

American Invl Grg - March M, 28]

recognizes income conservatively so that i doesn’t run the
risk of surprises.

Risk factors:

We belicve monagement succession, as deseribed above, is
a risk factor.

1 A1G makes a sizcable stock acquisition, we believe the
stock would likely experience arbivage p H

based on its history, 2ny dea! would almost certainly be
earnings-accretive, contribute to the comnpany’s growih, be
a clear stratcgic fit, and bring sirong mansgement to the
company. Although it has not made a large number of
malerial acquisitions, AlG has been successful in
integraiing those it has made. Inveslors may remember the
company's last major acquisilion — SunAmepca. The stock
sell-olf when that deal was announced was one of the best
opportunitics 10 buy AIG in several years, in our view.

4]

AIG is sensitive to the world economy. As Asian growth
1ates slow, its organic growth mey be affected. However,
we note thet during the Asian crisis of 1998, the company
never missed a quarter and was able 1o take advantage of
ihe sitvalion by investing in undervalued assels and making
opporlunistic acquisitions, We would expeet a similar
opportunity to develop for AIG simply because its triplc-A
ratings and enormous liquidity enable it lo capitalize on the
situation. In addition, the company’s sirong brand in the
Asian markets and pristine balence sheet should continuc to
beneitit in a “flight to qualily™ sitwation. Its ILFC aircraft
leasing operation has rep rights end currency
export agreements with local governments.

AIG carmries political risk, A matesial unfavorable change in
the relaiionship between the US and China, failure of China
10 enler the World Trade Organization, significamt
worsening of relations beiween China and Taiwan, a
reversal of insurance privatization in Indfa, are examples,

Like all insurers, AIG is subject to interest rate and inflation
risk. Loss reserves could develop unfavorably. However,
we believe that AlG’s exposure 1o factors such es poor loss
reserve developmcenl and asbeslos arg below ayerage. The
company’s annuily sales could be weaker than anticipated
due 10 diffteult capilal markels. AlG sells derivalives and
other financial products that involve a leve! of market risk.
The company also is exposed to curyency risk, althongh it is
not a net exporter and is to some extent naturally hedged.

Ploase refer to important disclosures at the end of thisreport.
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The inl ion and opinions in this report prep by Moq;m Shnl:y & Co. Incorporated ["Monas Sisnley Dean Winter™). Mergan Sianky Dean

Winer docs aot undertal dvise you of changes in s op i Mozmn Slonlcy Dean Witter ond others associaicd whh it may mll(:mrk:ls
of specialize in, hnveposmmlnandufm jons in dics of' ioned and may 350 perlonm or seek to perfe

services forth This dum is kased on ioformalion available In the poblie. No 5on 5 made that & is i

“This memorandum is nol 31 affer 1o bay or sell or a soliciation ol an offer 10 buy or scH the securitics mentioncd.

Within the fast threo yzars, Mengan Staniey & Co. Incorp d, Ocan Witlesr Reynolds Inc. and/or their affiliokes o god 3 pubdlis oNering of

the securities of American Int'l Grp.
Mongan Sianfcy & Co, P d, Dean Wiiler Reynokds Inc. and/or theic nmlma or heir employess have or may have 3 lony o short position o dolding

inthe securiiles, options on scouritics, orother related it of issutss hergin,

Thei di d or in this report may not be suitabl rorall i [ musa make Lheir own investment &:lsols bas:d on

their speeific & bjeaa 8 ffaoncial position and using 3 dep dvis they belicve Y ean i 4

ln acuvency other thanthe javesior’s Y ¢S in mics of cxchooye may have ap o3 ficet on the valu, price of, or incaine derived from the
Pas) per| isnoJ ly2 guideio h P Income from investmenis may Auciuaie. The price or value of the invesimenls

10 which this report reloies, cither dircaily or indircetly, may fall or rise apinst the Interest of invesiors.

To our readers in the United Kingdom: This publieation has becn issued by Mongap Sianley Desn Witler 3nd approved by Mongan Stanicy & Co. fotemalional
Limited, regubated by the Securities nnd Fonmes Authoruy Lumilcd Morgan Siantey & Co, Intcrnationnl Limiled amd/or jis offilistes may be providioy or may
have provided signifi dvit ices, includil bankiny services, for any campaoy menlioncd i in this repant. Private invesiors
should obiain the advice of their me,',sn Stankey & Co. ionas Limited Tve about the i

“This pudlicalion Is disseminated in Japan by Morgan Stankey Dean Witter Japan Limited and in Singapare by Monzan Siantey Dean Willer Asia {Singaporc)
Pe

To ovrreaders in the United Siatcs: Whike Morpan Stanley Dean Willer 1i3s prepared 1his report, Morgan Stankey & Co. Incorporated and Dear Wilier
Reynolds Inc. ave distributing the report in the US ond accept responsitility for it contents. Any person receivingg this repan and wishing to cffec tursactions
in any sccurily discussed harein should do so only with o representative of Mongan Stonley & Co. Incorporoted or Dean Witles Reynolds Ine.

To our readers in Spain: Monian Sianley Dean Willer, SV, SA, o Mongzan Slanrey Dan W-uu—gmnp campany, supervised by the Spanish Securitics Markels
Caminission (CNMV), heveby sires 1hay thi has been wii vith 1be rutes of conducl mpplicable to Hinsnciat research
as estoblished under Spanish regulations,

To our teaders in Austratia: 'fhis publication has been issued by Mongan Sanky Dean Winter but is being dissibuted in Ausiralia by Mongan Stinlcy Dean
Winer Ausiralia Limited AC.N, 003 734 576, 5 licensed dealer, which accopls respoasibility for iis Any pexson receiving 1his repan and wishiog 1o
ffect fransaclions in any secutity discussed i it may wish 1o do so wilh an awhorjzed representative of Morgan Suanley Dean Wilter Australia Limiied,

To our readers in Conadx This publication has been proparcd by Mongan Stantey Dean Wilier and is being In certain pi ¥ Camada by
Monzan Stanfcy Camada Limited, Morgan Staaley Conada Limiicd has approved of, nnd has syt 10 1ke responsibility 1ot, the of this inf ion in
Canada,
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