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[WHAT'S CHANGED ]

Rating Over to Equal-Weight
Change of Target Price $85 to N/A
Earnings (2002) From $3.40 to $3.38

Earnings (2003) From $3.90 to $3.75
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American Int'l Grp

Reuters: AIG.N Bloomberg: AIG US NYSE: AIG

Lowering to Equal-weight

January 24,2003

® Downgrading due to macro environment
Changc of opinion is driven by fourth quarter news and carly carnings
reports in other sectors, which suggest that the economy ts not picking
up stcam quickly and may languish into 2003. Economically scnsitive
businesses include life insurance, annuity, asset management,
consumcr finance, aircraft leasing, capital markcts, and derivatives
operations

® Lowering estimates
We have lowered our 2002 operating earnings estimate from $3.40 to
$3.38 and our 2003 falls from $3.90 to $3.75

® Recalibrating ratings in our coverage universe
Plcasc scc our Industry notc "Recalibrating Ratings -- Moving to In-
Line on Industry" for details on other rating changes in our coverage
universe.

® Industry View: In-Line
While we believe margins and book value growth should remain
healthy for some time, we now view investing in our group as more of
a stock-picking cxcreisc, given rcgulatory trends in personal lincs, a
continued weak economy, and commercial lines pricing having
peaked.

Stock Price Performance Fiscal Year Ends (Jun 30) 2001 2002e 2003e 2004e
EPS (3) 2.80 3.38 3.75 -
o Relativeto g:gsmm;k:’;m;' Insurance 4G (Right) Prior EPS Ests. ($) - 3.40 3.90 -
——Asmerican International Group inc. (Left, U.S. Dollar) First Call Consensus ($) 2.80 3.41 3.95 -
P/E 21.9 18.2 16.4 -
Price/Book 3.1 26 23 -
Yield (%) 0.3 0.3 0.3 —-
Market Cap ($mn) 160,167.7 |Qly 2001 2002e 2003e
Debt/Cap (09/02) (%) 427 |EPS actual curr prior curr prior
Return on Equity (09/02) (%) 15.7 Q1 0.72 0.81 - - -
Shares Outstanding (mn) 2,608.6 |Q2 0.76 084 - - -
Q3 055 085 - - -
R Q4 077 0.88e 0.90e - -

Company Description

American International Group is the leading U.S.-
based international multiline insurance and financial
services organization and the largest commercial
underwriter in the U.S. AlG has an extensive global
presence, particularly in Japan and Asia.

e = Morgan Stanley Rescarch estimates

Please see the important disclosures at the end of this report.

AIG-F 00108488



Morgan Stanley

Lowering to Equal-weight

Summary and investment Conclusion

We are downgrading AIG from Overweight to Equal-
weight. This change of opinion is driven by fourth quarter
news and early earnings reports in other sectors, which
suggest that the economy is not picking up steam quickly
and may languish further into 2003 than we expected. We
believe that AlG is one of the more economically sensitive
stocks in our insurance universe (which does not map
particularly well to AIG’s own business mix). With its life
insurance, annuity, asset management, consumer finance,
aircraft leasing, capital markets, and derivatives operations,
more than half of AIG’s businesses either are derived from
the capital markets or are involved in economically cyclical
sectors. Our previous estimates and rating had assumed a
moderate recovery beginning in the back half of 2003. In
addition, 16% of AIG’s nonlife premiums are in personal
lincs, largely in California, a market that we belicve may be
increasingly challenged under new insurance commissioner
John Garamendi. Inour industry note issued today,
“Recalibrating Ratings,” we discuss our view that deft
execution may now be required in that line, especially in
California.

We have adjusted our earnings model to reflect new
assumptions. The impact on 2003 is approximately $0.15
per share, and we are now below consensus. In addition,
there could be some impact on the fourth quarter of 2002.
While we have taken 4Q down a couple of pennies,
realistically this could be a quarter of surprises, in our view.
In this note we outline potential arcas of messiness, which
could include asbestos, aircraft leasing, mark-to-market,
special purpose entities, and other items outlined following.

Finally, AIG's valuation is morc intcrest sensitive than our
other stocks because it is discounting growth over a longer
pcriod. As intcrest rates stay at record lows for a longer
time, the risk to the stock of a snapback in the economy,
accompanied by higher interest rates, also becomes more
important. Essentially, this is a stock that we believe would
outperform in a modest cconomic upturn with continucd
low interest rates. The combined total of other economic
scenarios now seem more likely. As such. we believe AIG
is not likely to perform as well as the average stock in our
universe in the near term.

The nonlife business of AlG, clearly its strong suit right
now, continues to flourish. Total net premiums are growing
around 36%, and the company is reporting a combined ratio
American Int'l Grp - January 24, 2003

in the 93% range excluding catastrophe losses. The
paid/incurred ratio dropped last quarter to 86%, and AIG
has begun building reserves at a significant pace. To date
we have felt these positives compensated for what appeared
to be moderate economic risk and the upside from a
potential recovery. Even with more conservative
assumptions in our modcl, we belicved AIG could
outperform the group. With an Equal-weight rating, we
continue to believe that AIG merits a premium for its
longer-term growth prospects, franchise, and capital
{lexibility, with ncarly $59 billion of sharcholders cquity
and little goodwill. Further, we believe ATG’s quality of
eamnings and earnings growth rate are higher than the
average S&P stock over the long term compared to the
S&P, as adjusted for nonrccurring chargces, pension cosls
and stock options; over time, therefore, the stock should
continue to be a strong performer. At its current valuation,
however, and with economic risk apparently rising. we
believe any upside in the stock may not manilest itself as
strongly or quickly as we had thought.

Importantly, we are not assuming any asset writedowns in
our earnings model, but acknowledge these are possible if
the cconomy were to stay troubled cnough for long cnough.
The aircraft leasing business continues to be a concern of
investors, but we believe a writedown in this area is to some
degree already discounted into the stock, as discussed
following.

Other risks: The fourth quarter could be a bit messy.
Although we have no specific information and the company
has not made a preannouncement, the following areas
present some risk of weak results or charges, in our view:

1) asbestos: although AIG’s exposure appears below
avcrage, its rescrves as measured by survival ratio also arc
below average. To the extent an adjustment is a
manageable size, we do not think investors would be
particularly alanned.

2) other-than-temporary impairments: it would not surprise
us to see some losses migrale into the income statement
from this source; which should not affect book value.

3) special purpose entities: AIG likely will be affected by
the new accounting standard on SPEs. New financial assets
and liabilities are likely to come on balance sheet. We don’t
anticipate a significant rating agency, capital or earnings

Please see the important disclosures at the end of this report.
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impact, but the balance sheet could look quite different, and
there should be quite a bit more disclosure. The new rules
are effective for this year end. AIG has not yet announced
an earnings rcleasc date, which could be becausc of the
complexity of implementing this new standard.

4) the quarter may experience a higher loss ratio than
average due 1o the poor weather, especially at Transatlantic
Re (which we would view as a random event);

5) the consumer [inance industry is experiencing a rocky
quarter overall, which could portend more conservative loan
loss provisions in that line of business. For example,
Moody’s just forecast that subprime auto lenders are likely
to slow origination and tighten lending standards;

6) mark-to-market accounting: bond rates imply flat book
values from yields, and equities should be up at year-end,
but we do not know how AIG’s private equity portfolio or
high yield portfolio might be marked.

7) aircraft leasing: we are not expecting a writeoff from
aircraft lcasing given AIG’s busincss mix, but the recent
disclosures relating to AMR and bankruptcy considerations
clearly have rattled the market. In light of the economy and
recent news about UAL and AMR, we believe the
cxpcctations for disclosurc and managcment discussion of
this area likely will be higher than previously.

8) interest rates continue to roll over and the IPO climate
remain weak. While we have previously incorporated
assumptions about these in our model for yields and
alternative investments, as for other insurers, in a fast
moving cnvironment we may not have caught up to the
latest trends.

9) transparency: AIG has been increasing its levels of
disclosure all year. The industry has been moving to a
higher threshold at the same time. Travelers has now, in
effect, established a new benchmark. We believe this
presents somewhat of a quandary for management: more
disclosures will be expected, but investors tend to pick at
and criticize the information they do receive, and AIG
seems more subject to this than average, in our view.
Transparency considerations are likely (o have an impact on
investors through the first quarter 10-Q, and we believe a
messy 4Q could heighten their importance.

Earnings Model Highlights: In general insurance, we are
assuming a 95.5% combined ratio, about a point above

American Int'l Grp - January 24, 2003

normal to reflect weather risk, in domestic brokerage, but an
improvement in personal lines to 95% this quarter.

In life insurance, we are assuming a 16.7% earnings
increase, driven primarily by non-investment income, with
both domestic and foreign growing slower than last quarter
and than long term trends. For 2003 and 2004, we are
assuming life insurance earnings grow 12.3% and 6.8%,
respectively, with the lower growth rates coming mostly
from reduced investment income assumptions, especially in
foreign life insurance. This change in assumptions is a
significant driver of our lower estimated valuation,
reflecting what we believe are likely to be lower long-term
economic growth rates.

In financial services, we are assuming in 4Q that earnings
grows 5%, vs. 11% last quarter. However, this change in
our modcl is worth only bout 3/10 of a cent per sharc. ILFC
is 6% of earnings, so a 20% move in TLFC eamings would
be worth just over $0.01 per share each quarter. We view
the real issuc with ILFC not as short term carnings, but the
valuc of lcascd aircraft. With $26 billion of lcascd asscts, a
$1 billion writedown would be worth $0.25 per share after-
tax. Accordingly, a 15% writedown of the fleet value
would be worth $1.00 per AIG sharc or 4.4% of book valuc.
Since AlG is minimally involved in the leveraged lcasc
market, we are not expecting a write-down. However, the
possibility of a writedown obviously does increase the
longer the cconomic downturn scenario is assumed to
continue. Psychologically, it is hard to assess whether the
market would view a writeoff as a relief or a problem,
however. Clearly, the market is already discounting in the
fact that the value of aircraft supporting leases is lower than
before Seplember 11.

Our long-term earnings growth estimate for ILFC is 8%.
The underlying assumption behind this is a 2% growth rate
for the aviation industry as a whole (rising from a newly
restructured lower basc), with a slow recovery in 2004.
AIG historically has grown this business four times faster
than the industry. AlG’s argument in favor of its business
modcl has bcen that its flect is younger thanother lessors,
generating morc flexible and sustainable margins. Tna
slower growth aviation market, this advantage would begin
to diminish, as use the fleet would age over time and
remarkcting ratcs would remain under pressurc,

We also have revised our assumnptions for AIG Financial
Products slightly for 2003 and 2004 to reflect potentially
flat carnings, as the market adjusts to revised SPE rules. In
addition. we believe that other types of (ransactions traded

Please see the important disclosures at the end of this report.
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by FP may be affected somewhat by a weaker economy.
Wahile these assumptions may be overly conservative, more
conservative assumptions actually do not have a significant
impact on the valuation. With AIGFP's total earnings
worth about $0.20 per share in 2003, a 5% change either
way would move eamnings about a penny and has essentially
no impact on valuation.

We have revised our consumer finance earnings
assumptions down as well, from a decline of 1.6% last
quarter to a decline of 7% this quarter and 5% in 2003.
This brings total financial services earnings in our model to

American Int'l Grp - January 24, 2003

a growth rate of 1.8% for the quarter, compared to 13.3% in
3Q. This may be overly conservative as well, but, notably,
a 10% total swing in all of these businesses is only worth
about $0.15 per share. Life and nonlife continue to be the
real drivers.

Risks: AIG could outperform our other stocks if the
economy improves nicely but without much upward
movement in interest rates. In addition, if the nonlife story
falters, credit conditions stabilize and the capital markets
improve, AIG would outperform the rest of the group.

Please see the important disclosures at the end of this report.
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Global Stock Ratings Distribution
(as of Dec 31, 2002)

Coverage Universe Investment Banking Clients (1BC)
% of % of % of Rating
Stock Rating Category Count Total Count Total 1BC Category
Overweight 597 31% 237 38% 40%
Equal-weight 925 48% 292 46% 32%
Underweight 403 21% 101 16% 25%
Total 1,925 630

Data include common stock and ADRs currently assigned ratings. For disclosure purposes (in
accordance with NASD and NYSE requirements), we note that Overweight, our most positive
stock rating, most closely corresponds to a buy recommendation; Equal-weight and
Underweight most closely correspond to neutral and sell recommendations, respectively.
However. Overweight, Equal-weight, and Underweight are not the equivalent of buy. neutral,
and sell but represent recommended relative weightings (see definitions below). An investor's
decision to buy or sell a stock should depend on individual circumstances (such as the investor's
existing holdings) and other considerations. Investment Banking Clients are companies Jfrom
whom Morgan Stanley or an affiliate received in banking comp ion in the last 12
months.

ANALYST STOCK RATINGS

Overweight (O). The stock’s total retum is expected to exceed the average total return of the analyst’s industry (or industry teamn’s) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.

Equal-weight (E). The stock’s total return is expected to be in line with the average total retun of the analyst’s industry (or industry team’s)
coverage universe, on a risk-adjusted basis, over the next 12-18 months.

Underweight (U). The stock’s total return is expected to be below the average total return of the analyst’s industry (or industry team’s)
coverage universe, on a risk-adjusted basis, over the next 12-18 months.

More volatile (V). We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a month, based
on a quantitative assessment of historical data, or in the analyst’s view, it is likely to become materially more volatile over the next 1-12
months compared with the past three years. Stocks with less than one year of trading hislory are automatically rated as more volatile (unless
otherwise noted). We note that securities that we do not currently consider "more volatile” can still perform in that manner.

Ratings prior to March 18, 2002: SB=Strong Buy; OP=Qutperform; N=Neutral; UP=Underperform. For definitions, please go to www.morg ley.comicompan ts.

ANALYST INDUSTRY VIEWS
Altractive (A). The analyst expects the performance of his or her industry coverage universe (o be allractive vs. the relevant broad markel
benchmark over the next 12-18 months.

In-Line (I). The analyst expects the performance of his or her industry coverage universe to be in line with the relevant broad market
benchmark over the next 12-18 months.

Cautious (C). The analyst views the performance of his or her industry coverage universe with caution vs. the relevant broad market
benchmark over the next 12-18 months.

Stock price charts and rating histories for companies discussed in this report are availuble at

P 54 P P
www.morgansianley.com/companycharts. You may also request this information by writing to Morgan Stanley at 1585
Broachway, 14th Floor (4ttention: Research Disclosures), New York, NY, 10036 USA.

American Int'l Grp - January 24, 2003

Please see the important disclosures at the end of this report.
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Morgan Stanley

Stock Price, Price Target and Rating History (See Rating Definitions)

fAmerican Int’l Grp C(AIG.N) - As of 1/22/03 in USD

Industry : Insurance - Property & Casualty
243 T
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Stock Rating Hiztory: 1,2199 @ OP2 2,28/00 ¢ SB: 7.5/00 @ NAY: 3714701 @ SE; 4.4/01 @ NAV? 32101 = SB;
3/18-02  OUR

7
Price Target Historuz 10,2999 : 1107 28,00 : 1197 2/10-00 = 1177 228,00 = 1122 76,00 2 NAZ 9/14-00 = 1002
92900 1 1107 4/4401 3 NAZ §/21/01 T 957 2/8,02 1 907 102502 & &S

Sourca: Morgan Stanlay Rerzarch Date Format : MM DD/YY Price Targat we No Price Target Available (NR)
Stock Price (Not Covered by Currant Analuyst) - Stock Price (G d by C t Analust ) 00

Stock Ratinas abbreviated as below ¢ Effective 3/18/02, ratinas appear az Stock Ratings/Indusztry View) +

Stock Ratinas as of 3718022 Dveruwcisht (0) Equal-ucisht (E) Underucisht (U More Uolatile (V) No Rating Available (NAY?

Stock Ratinas prior to 3/18/02: Strona Buy (SB? Oubperform (OP) Newbral (N? Underperform (UP} No Ratina fuailable (NAY?
Industry View: Attractive (AY  In-line (D) Cautious (C) No Rating (HR)

American Int'l Grp - January 24, 2003

Please see the important disclosures at the end of this report.
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Morgan Stanley

The information and opinions in this report were prepared by Morgan Stanley & Co. Incorporated (“Morgan Stanley™).

This report docs not provide individually tailored investment advice. It has been preparced without regard to the individual financial
circumstances and objectives of persons who receive it. The securities discussed in this report may not be suitable for all investors. Morgan
Stanley reconumends that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice
of a financial adviser. The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and
objectives.

This report is not an offer to buy or sell any security or to participate in any trading strategy. Morgan Stanley, Morgan Stanley DW Inc.,
atfiliate companies and/or their employees may have investments in securities or derivatives of securities of companies mentioned in this
report, and may trade them in ways different from those discussed in this report. Derivatives may be issued by Morgan Stanley or associated
persons.

Within the last 12 months, Morgan Stanley, Morgan Stanley DW Inc. or an affiliate has received compensation for investment banking
services from American Int'l Grp.

In the next 3 months, Morgan Stanley, Morgan Stanley DW Inc. or an aftiliate cxpects to reccive or intends to seck compensation for
investment banking services from American Int'l Grp.

The research analysts, strategists, or research associates principally responsible for the preparation of this research report have received
compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm
revenues and investment banking revenues.

Morgan Stanlcy has no obligation to tcll you when opinions or information in this report change. Morgan Stanley and its affiliatc companics
are involved in many businesses that may relate to companies mentioned in this report. These businesses include market making and
specialized trading, risk arbitrage and other proprietary {rading, fund management, investment services and investment banking.

"This report is bused on public information. Morgan Stanley makes every efforl to use reliable, comprehensive information, but we make no
representation that it is accurate or complete.

This report has been prepared by Morgan Stanley research personnel. Facts and views presented in this report have not been reviewed by,
and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking personnel.

The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, securities prices or
market indexes, operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options or
other rights in your sccurities transactions. Past performance is not necessarily a guide to future performance. Estimates of future
performance are based on assumptions that may not be realized.

This publication is disseminated in Japan by Morgan Stanley Japan Limited; in Hong Kong by Morgan Stanley Dean Witter Asia Limited; in
Singapore by Morgan Stanley Dean Witter Asia (Singapore) Pte., regulated by the Monetary Authority of Singapore; in Australia by Morgan
Stanley Dean Witter Australia Limited A B.N. 67 003 734 576, a licensed dealer, which accepts responsibility for its contents; in certain
provinces of Canada by Morgan Stanley Canada Limited, which has approved of, and has agreed to take responsibility for, the contents of this
publication in Canada; in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish
Securities Markets Commission (CNMV) and states that this document has been written and distributed in accordance with the rules of
conduct applicable to tinancial research as established under Spanish regulations; in the United States by Morgan Stanley & Co. Incorporated
and Morgan Stanley DW Inc., which accept responsibility for its contents; and in the United Kingdom, this publication is approved by
Morgan Stanley & Co. International Timited, solely for the purposes of section 21 of the Financial Services and Markets Act 2000 and is
distributed in the European Union by Morgan Stanley & Co. Intemational Limited, except as provided above. Private UK. investors should
obtain the advice of their Morgan Stanley & Co. International Limited representative about the investments concerned. In Australia, this
report, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act.

‘The trademarks and service marks contained herein are the property of their respective owners. ‘Third-party data providers make no warranties
or representations of any kind relating to the accuracy, completencss, or timeliness of the data they provide and shall not have liability for any
damages ot any kind relating to such data. The Global Industry Classification Standard ("GICS") was developed by and is the exclusive
property of MSCI and S&P.

"This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Additional information on recommended securities is available on request.

American Int'l Grp - January 24, 2003
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1585 Broadway 25 Cabot Square, Canary Whart 20-3, Ebisu 4-chome Three Exchange Square
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United States United Kingdom Tokyo 150-6008, Japan Hong Kong

Tel: +1 (1)212 761 4000 Tel: +44 (0)20 7513 8000 Tel: +81 (0)3 5424 5000 Tel: +852 2848 5200

INDUSTRY COVERAGE: INSURANCE - PROPERTY & CASUALTY

Rating Price Rating Price
Company Ticker as of at 1/21/03 Company Ticker as of at 1/21/03
ACE Limited ACE.N E 7/31/02 $28.61 PartnerRe Ltd. PRE.N E 3/18/02 $52.35
Alistate Corporation ALLN O 3/18/02 $36.85 Philadelphia Cons. Hidg PHLY.O u 3/18/02 $34.84
ANIBAC Inc. ABK.N U 3/18/02 $55.51 RenaissanceRe Holdings Ltd. RNR.N E 3/18/02 $38.00
American Int't Grp AIG.N E  1/24/03 $61.40 SAFECO Corporation SAFC.O O 7/23/02 $34.59
Aon Corporation ACC.N E 3/18/02 $20.00 St. Paul Companies, Inc. SPC.N E 5/24/02 $33.80
Arthur J. Gallagher & Co. AJGN U 3/18/02 $27.50 The Chubb Corporation CB.N U 5/24/02 $55.32
Berkshire Hathaway Inc. BRKa.N o 3/18/02 $68,000.00 The Progressive Corporation PGR.N u 3/18/02 $47 .46
Everest Re Group, Ltd. RE.N E 3/18/02 $50.61 Travelers Property Casualty TAPa.N E 4/17/02 $16.00
IPC Holdings, Ltd. IPCR.O O 7/24/02 $30.74 W.R. Berkley Corp. BER.N O 3/18/02 $40.00
Marsh & McLennan ‘MMC.N O  6/17/02 $45.77 Willis Group Holdings WSH.N E 3/18/02 $26.70
Max Re Capital Limited MXRE.O O 3/18/02 $11.25 XL Capital Ltd. XLN O  5/24/02 $79.75
mgr'?ury General Corporation :Il/lg'YNN E 3%’;; gg :;gég Stock ratings are subject 1o change. Please see latest research for each company.
Montpelier Re Holdings, Ltd. MRH.N E 11/20/02 $27.23
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