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Maintaining A Steady Course

* Mainlaining Eqaul-weighi rating affer 1003 earnings
‘While we expect AIG 1o deliver solid camings growth over the next
several years, we remain Equal-weight given our coverage universe
and current valuation at 2.3x book value.

* Blowout earnings should siot be expecled
Some property casualty stocks have recently produced significant
earnings surprises. We expect AIG to follow a much steadier course.

* Non-ife results were slrong
AIG recorded a combined ratio of 92.7% on premium growth of 30%
and a 31.1B addilion to reserves. We expect similar resulis in the
future, but upside to margins from here may be limited.

© Raising estimales mainly to account for 1Q03 upside
Qvr new 2003E increases from $3.63 t0 $3.75 and our 2004E increases
from $4.20to $4.25. We remain comfortable below management’s
guidance.

* Industry View: In-line
While we believe margins and book value growth should remain
healthy for some time, we now view investing in our industry as more
of a stock-picking exercise.
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ntaining A Steady Course

Descriplion

‘nematlonal Group is tho leading U.S.-basad inlarnational
and / L rgani. and thre

nmercisf underwriter in the U.S. AIG hes an extensive

wopce, farly in Jopon and Asla

y and Investment Conclusion .
sterating our Equal-weight rating on AlG and

our eslimates, essenlislly 1o incorporate the

2 between reported camnings'and our estimate. We
ng 2004 upwards slighily. Qur view on the stock
Gs diversificd cornings stream and sirong capital
1Jd allow it 1o produce growth beiier than the

1 average for several years as the economy
There is stil} some sisk to several lincs of business
sumer part of the economy in particular does not
ck up fairly soon. However, based on this

resulls we expect consensus o move 1o the lower
wapgement’s guidance renge. With 1hat a lol of the
«<cen teken out of the stock, in our view.

ve the stock’s valuation, at 2.3x reflecis 8 mix of
about the economy and recognition of the
's franchise. Some of our pure-play property-
nocks have been producing stellar positive
in camings and book value growih. We believe
slikely to do that, but rather follow 2 much steadier
\s such, and ai shis valaation, we continue [o rale

- Equal-weight.

ricd 1Q03 operating EPS of £0.90, $0.01 above
Zall consensus of $0.89. This was a dime above
ate of $0.80, which we had conservatively loaded
sc scenario in assct management and life

- We are revising ovr 2003 cstimate as follows:

E increases from $3.65 1o $3.75 after accounting
12 80.10 upside eamings this quarter and our

E increases $0.05 from $4.20 10 $4.25.

rave lowered our non life premium growth
nptions slightly (23% to 21%) and our

nwvriting ption: i hanged —

ning AlG can eam a combined ratio of 93-94%
the next two ycars.

save maintained ovr somewhal conservative
nptions {we are siit] below management guidance)
= life and financial services scgmenis, afier

Hing for bewter than expected consumer finance
ts and lower ILFC income. Life insurapce

Int'l Grp - April 24, 201003

operaling resulis beat our expeciations, but we remain
conservative due to lower premium deposit growth,
lower operaving margins, and the poteniial impact of
SARS.

e We have made our largest adjustment in asset
management, increasing 2003 operating carnings by
approximately $240M, or $0,06/share — approximately
385M duc to 1Q03 resulis above our expertations, We
expect prior quarterdy results included some DAC
charges, and we have forceasied future earnings based
upon first quarter margins,

=  Wa continue to increase expected fosses from the other
income and cxpensc calegory, as privaie partnership
and aliernative investment income remsin below prior
Iavels,

SARS Impact: AlG said SARS did nol impact its 1Q03
results significantly. This would be as expected, given the
timing of the outbreak (Jatc March). AIG did say it expects
2n impact on 2Q03 but this would be "slight.” Management
discussed the difficulty of doing face-lo-face business in
Asia right now. This is consistent with our view that the
short-term camings impact should be modesl. We are mare
concerned about the possible impacr on growth rates in
certain lines but for now, consider SARS a short-lerm
problem.

Market conditions: “Yes, there®s been some more
competition in {be property arca. Some companics are
acling more apgressively than they probably should.
AIG continues to get price increases. On average, | would
say that for the quarter, almost cvery once of our divisions
are gelting price incizases, including propenty. And we’rc
probably in the area 0f 30, 40 percent overall for the
company in the first quarter, obvioosly higher for some
divisions than for others.™ -

What woe liked:
Earnings grew 11.1%, “we didn’t think it was a bad
quarter™ according to management. We agree; the
gloomiest scenarios on AIG appcar too pessimistic. This
guarter was also much beiter than own cautious estimate
plated. Earnings puidance was reiterated at $3.78
to 3.92. Management said “at least at 1his poinl in time™
this is the range; we belicve given the potential modest
SARS impaci and other factors, consensus will move down
somewhal.
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rwriting looked good: AIG booked a combined ratio
7% vs. our expeelation of 93,5%; we consides this in
ymal range. Eamings qualily appears good, which we
{ cxpect given the low level of catastrophes and light
wer in the quarter and a limited number of other

Iinc™ events. A1G added 51.3B to reserves from last
:er. Onc negalive was thal AIG"s reinsurer

atlantic appeared fo “miss” on underwriting in a

+r where other reinsurers have reported stellar resulis,
ombincd ratio al Transatlantic was in line with Jast

»r and apparently the sircel was looking for a beuter

Cr.
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-xpense ratio, at 18.5%, dropped from the 19.3%

of last ycar and suggested AIG is on track 1o meet our
» assumption for the full year. Management was

=d about whether Jower cxpenses meant the combined
sould continue {o come down much more. Alihough
Hank Grecnbesg allowed thal was possible, he did so
:aveats, and we aren’t assuming it

tdded $1.17 billion to nonlife insurance reserves in
ener, 3.9% of reserves and 12% of eamed premium,
s a much greater amount than the company has been
& into reserves the past few quarters snd years,

ing the 4Q02 reserve charge. The company appears
ck to meet its stated goal of adding $4-5 billion 10

‘es this year.

* points of reserve redundancy baked in? h
rs that AIG is building same cushion into its current
zan Jnt'l Grp - April 24, 2003

numbers—five points or so. Mensgement acknowledged as
much on the call by saying that Jast year™s exira $1.3 billion
of rescrving in the first half of the year (above and beyond
the $2.8 billion charge in 4Q) was normal and “calendar
year 2002, thai accident year is probably going 1o run very
redundant as of 2003. We inlespret this to mean that some
adverse development that was taken in calendar 2002 was
done for the sake of conscrvatism (and may or may not have
been concenirated in a panicular accident year),

The enrrent calendar year also may be abont five points
redundant, AIG’s 1013l Joss ratio of 742% was in line with
its recent trend excluding Jast quarter’s reserve charge, We
belicve our full year combined ratio assumption in the 92-
94% range is still reasonable. Last year AIG reported a full
year accident year combined ratio of 88% and this year
could even be belter. The difference of five points or so
appears 10 bea “cushion.™ Investors should nor cxpect this
to show up someday in a positive eamings sumprise,
however. Bul, it is improving the quality of carnings today.
When we think of reserve “strengthening,” this, rather than
charges that should have been recognized carlier, is what
comes 6 our minds.

Foreign and reinsurance growth beiter than expecied.
Foreign general brokerage growih was betier than we
expected, at 25% in original currency vs. aur 18% estimole.
Management noted this came from all Jines of business
globally and there were no specific large 3
Transatlantic also beat our assumption of 25% growlh in
what appears to be a continuing market share shift toward
belicr-capilalized comp This helped to partly offset
the d ic general brok bers (see below).

&'

Financial sexvices operzting income best our estisnate
maslly due to consumer finance and AIGFP. WFC reponed
eamings up 0.7%—an improvement from last quarter's
2.3% decline, but siill showing the pressuse in that business.
ILFC revenues were up 12.7%, beiter than last quarter™s
10%. Management noted it is deferring a small portion of
|zase payments for some Asian customers duetn S, ARS,
which will affect cash flows but not reported revenues.

This will affect cash flows beginning in 2Q. Consumer
finance camings grew 19% while sales grew 4%, indicating
Joan loss pravisioning was the driver, Management noted
loan losses were down on the conference call. Whilea
positive, we note this is not a sustainable growth

Trading camings were up 10 $15M bu siill less than the
$20M or so we were hoping for.
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~casualty prelox net investment income was
1her than expected. It grew 5.2% in the guaner,
ur estimate by $0.02 per share aficr-tax. It appears
¢ investments played 2 part after sorting out some
1 on the conference call as to the impact of this
sh flows, We note that AJG securivized ils

¢ investmenis fast quarter in order 10 semove some
atility from this line, but given the timing that
t have been the most significant facior in the
Life Investment income also was more than

vp 12% vs. owr 10% assumption, which added
12 penny. In total invesiment income was $0.04
1n we expecled.
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nagement earnings recovered, but on casy
:on. We leamed that AlG 100k a DAC writcoff
er at VALIC, depressing resulis. Nevenheless, the

" aent was more than suggested by a recovery 1o the

d pre-writeofi. Vasiably annuity net sales
4% for the quarter on lower surrenders and sales
T1%.

Int'{ Grp - April 24, 2003
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Book value per share rose more than carnings, 6.1%, to
$23.72 aRer being depressed by ast quarter’s reserve
writcolf.
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What we did nol like:

Domestic insurance premivm grnwlh was lower than we
were expecting. Earlier we used the term "disappointing,”
which we should acknowledge is not appropriate in
propery-casually insvrance for 8 25% original currency
growth rate, Any growth is a posilive in this indusiry.
However, we believe investors had expected a higher rate
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on management’s commenl, o its founh quarter call:
e first month in the domestic property casually

tions domestic growth was up aboul 60%. So if you

to add {1 months to thal, that is up to you. But we are
¥ing to forecast that. We had a very strong January and
ary is offto a very strong start.” Domestic brokerage
ums insicad grew 32% this guarter, implying that
1and possibly February ran below the full quarter
hrate. We are also awaiting the gross premiums

n figure from AIG’s supplement to determine whether
were any changes in retention levels, Personal lines
halso was slightly off our 25% cstimate at 22%,

1gh we do not consider this particularly significam
that it mey be z blip and rate increases in personal
1ave genesally been moderating.
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ased competition, a recurring theme this quarter.
gement cited increased competition in the press

eand on the call. Increased competition has been

hi up several times this quarter by other companics,
with high profil margins on current business, That is
rel combination—bul also signals a need to adjust
ptions gaing forward. We do not belicve many of the
3nics we follow will be yeponting better margins than
re curvently, and estimaled growth rates for some
nics may be optimistic.

sstic life insurance results were not great; operating
1 grew 5.1% compared to 10% Jast quarter. The

ity of that change came from about a $30M decline on .

slowing and margins have been declining over the past year.
We believe the GIC product’s spread compression may
continve. In addition, a slowdown in the earnings growth
rate of domeslic life insurance contributed aboul 2.5%.

This was pastially offsct by better results in pensions, home
service and fixed annuilies, which continues to grow around
20%.

Management noted that carnings bave been benefiting
from surrender charges at AlG Star Life In Japan, a
trend which ended this quarter. The company would not
quantify the impaci on the quarier or past year. However,
we believe this would not have been disclosed if it were &
non-mmtesial item. Therefore, we believe growih rates for
forzign life seles will decline beginning next quarter.

Quality of earnings in life insurance reflects the impact
of costs and investment income on rasults. In the past
year, margin expansion hos been the carnings driver, both
from higher invesiment income and from other factors, such
as potential DAC plion changes. M hile sales has
been challenging in several Yines of business. While this is
in one senst positive {AIG has been able 10 sustain carnings
growth even in challenging limes), investors should be
understand thai sales growih must pick up in the fulure
simply in order 1o sustain eamings al the current rate.

AlG bought back about I million sharcs in the quarter.
We would have liked lo see 2 higher rate of repurchase.
However, the compeny was in di with rating
agencies (including what management described as
“endless™ discussions with Moody’s) and we believe was
somewhat constrained in its abifity to use capital until these
discussions® outcome was clear.

ILFC canceled or deferred delivery on some new
aireraft, which did not have a financia) impact to A1G. I
does not appear that anything changed from whal was
disclosed at year end. However, the company said that “in
this eavironment, 71°s better 10 reduce our capital
expenditures in 2004, and we have eliminated 2bout 8
billion doltars worth of commitments in 2004, which wil)
help our leverage™ We infer that AIG's eapilal and rating
management strategy mey be influencing this action in an
environment of relatively weak demand.

Transparency not therc yet: Management is providing
more speciftc details aboul its business than before and was
velatively specific (by AIG standards) in answering

quest Nevertheless, there was still some tension on the

ge pretax eamings from GICs, where sates have been
e int'? Grp - April 24, 2003

conference call, for example, a1 the number of questions
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0 be asked to pet at the xelatively simple issue of at the expensc of more subslantive issues. We have seen

ip income 2nd alternative investments, These also other companies go through this process before. We believe
wnally a mention of an item that affecis eamings that, when mansgement’s frusiration at the inguisitorial tono
quantified {change in loan losses in consumer of the calls becomes high cnough, companies usually decid
mpact of surrenders at AIG Starr Life. The issue, to put this kind of informalion in their investor package or

w, is Lhat the *'Where’s Waldo” aspect of AlG"s give more precise answers as saon as asked.
telease now lends to dominale the conference call

Int't Grp - April 24, 2003
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t Certification

wing analysts hereby cextify that thejr views about the.companics and their securities discussed in this report arc
¢ expressed and that they have not received and will not reccive direet or indircct compensation in cxchange for
g specific recommendations ar vicws in this repost; Alice Schroeder,

ant US Regulatory Disclosures on Subject Companies
mation and opinions in this scport were prepared by Morgan Stanley & Co. Incorporated and jis affiliates
ely, "Morgan Stanley”),

¢ last 12 months, Morgan Stanley has rcccived compensation for investment banking services from American Int’)

& 3 months, Morgan Stanley expecis to receive or intends to seek compensation for investment banking services from
«Int1 Grp.

wch analysls, siralegisis, or rescarch associates principally scsponsible for the preparation of this cesearch report have
ompensation based upon various factors, including quality of research, investor client feedback, stock picking,
ve factors, Jirm revenoes and overall investment banking

int'l Grp - April 24, 2003

MG0001136



rganStaniey

1l Stock Ratings Distribution
Aar 31, 2003) .
Coverage Yrivorce Jnwe=iman] Banking Ciicals {LOC)

%ol %ol %aofRabng
Iating Catcoary Counl Toal Comt _ YowlBC __ Cimgory
relght 553 3% 237 9% 40%
~welght a61 47% 270 4% 3
welght 395 21% 108 18% 2%

1.843 6158

include common stock and ADRs currently assigned ratings. For
sure purposes (in accordance with NASD and NYSE

"emenis), we note that Overweight, our most positive stock rasing,
slosely corresponds to a buy recommendaiton; Equal-weight and
weight most closely correspond 1o neutral and self

imenduations, respectively. However, Overweight, Equal-weight,
nderweight are not the eqnivalent of buy. neutral, and sell but
sent recommended relailve welghtings (see deflnitions below). An
or's declsion to buy or self a stock shonld depend on individual
nstances (such os the investor’s exisling holdings) end other
{erations. } Danking Clients are c: ies from whom
an Stanley or an offtliote received tnvesiment bonking
ensation In the last /2 months.

st Stock Ratings

veight (O). The srock’s total retum is expected to exceed the average tolal retum of the analysts industry (or industry
<) coverage universe, on a risk-adjusied basis, over the next 12-18 months.

-weight (E). The stocks’s 101al retum is expected to be in line with the average total retum of the analyst’s indusiry (or
Ty team's) coverage universe, on a risk-adjusied basis, over the next 12-18 months.

“weight (U). The stock's total retum is cxpected to be below the average total return of the analyst’s indusiry (or industry
3) caverage universe, on a risk-adjusted basis, over the next 12-18 months.

volatile (V). We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% ina
1, bascd on a quantitative asscssment of historical data, or in the analyst's view, it is likely to become malerially more
le.over the next 1-12 months compared with the past three years. Stocks with less than one year of trading history are
atically rated as more volatile (imless otherwise noted). We note Lhat securities that we do not currently consider "morc
le" can still perform in that manner.

s otherwise speci fied, the time frame for price targets included in this sepon is 12 to 18 months. Ralings prior o March
102: SB=5Strong Buy; OP=Ouiperform; N=Neuwa); UP=Undcsperform. For definitions, pleasc go to
v .

MOrga I panycharts. o

st Industry Views

aive (A). The analyst expects the pesformance ol his or her industry coverage universe 1o be attractive vs. the relevant
markel benchmark over the next 12-18 months,

12 (1). The analyst expecis the performance of his or her industry caverage universe 1o be in line with the relevant broad
41 benchmark over the next 12-18 monthe.

2us (C). The analyst views the performance of his or her indusiry coverage universe with caution vs. the relevant broad
st benchmark over the next 12-18 months. -

price choris and roting histories for companies discussed in 1his repori ore available at
/i feompanychnrts, Yon may also request this information by writing 10 Morgan Stanley ot 1585
tway, 14th Floor (Auention: Research Disclosures), New York, NY. 10036 USA.
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ice, Price Target and Rating History (See Raling Delinitions)
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xr Important Disclosures :
discussion, i[applicable, of the valuation methods used 1o delermine the price targets included in this summary and the:
‘clated to achieving these wargeis, pleasc refer to the Jatest relevant published research on these stacks. Research is
ble through your sales representative or on Client Link at www,morganstanley.com and other electronic sysicms.

eport does not provide individually 1ailored investment advice. ) has been prepared without regard to the individual

Jal circumstances 2nd objectives of persons who receive it The securities discussed in this repart may nol be swirable for
-Tstots. Morgan Stanley ds that i s independently evaluate particular invesiments and strategies, and
rages investors to seek the advice of'a financial adviser. The appropristencss of a parficular investment or strategy will

d on an investor’s individual circumsiances and objeciives.

cpori is not an offer to buy or scll any sceurity or to panicipate in any trading stretegy. In addition to any holdings

sed in (he section entitled "Imponant US Regulatory Disclosures on Subjest Companies®, Morgan Stanley andfor its
“yees not involved in the preparation of this report may have investments in securitics or derivatives of securitics of

wies mentianed in this repor, and may trade them in ways different from those discussed in this report. Desivatives may
aed by Morgan Stanley or associoted persons. :

m Stanley is involved in meny businesscs that may relatc to companies mentioned in this report. These businesses

.« specialized trading, risk arbilrage and other propriziary trading, fund managemenl, investment services and investment
8

n Stanley makes every effort (o use reliable, comprehensive information, but we make no representation that it is

e or complete. We have no obligation to tell you when opinions or information in this report change apan from whea'
end to disconiinue research coverage of a subject company.

is preparcd by Morgan Stanley yescarch personnel are based on public information. Facts and views presemied in this
have not been reviewed by, and may not reflect information known to, professionals in otber Morgan Stanley business
including investment banking personnel.

slue of and income from your invesiments may vary because of changes in intesest rates or foreign exchange rales,

lies prices or markel indexcs, operational or financial conditions of companies or ather faclors. There may be time
tions on the exercise of options or other rights in your sccuritics transactions. Past performance is not necessarily » guide
e performance. Estimates of future pesformance are based on assumptions that may nol be realized.

-sblicalion is disseminated in Japan by Morgan Stanley Jopan Limited; in Hong Kong by Morgan Stanley Dean Witter
Amiied; in Singapore by Morgan Stanlcy Dzan Witler Asia (Singapore) Pic., rogulated by the M y Authority of
Jore; in Avstralia by Morgan Stanley Dean Witter Ausiralia Limited A.B.N. 67 003 734 576, a licensed degler, which

s responsibility for its contenls; in cerain provinces of Canada by Morgan Stanley Canada Limited, which has appraved
4 has agreced to take responsibility for, the contents of this publication in Canada; in Spain by Morgan Stanley, S.V., S.A.,
* gan Stanley group company, which is supervised by the Spanish Securities Matkets Commission {CNMV) and states that
scument has been written and distributed in accordance with the nites of conduct applicable to Fnaneial sesearch as

ished under Spanish regulations; in the United States by Morgan Stanley & Co. Incosporated and Morgan Stanley DW
shich accept responsibility for its ¢ ; and in Ihe United Kingdom, this publication js appsoved by Morgan Stanlay &
lemational Limited, solely for the purposcs of seciion 21 of the Financial Services and Markets Act 2000 and is

«uted in the European Union by Margan Stanley & Co. Intesnational Limitcd, except as provided above Privatc U.K.

ors should abzain the advice of their Morgan Stanley & Co. International Limited representative about the investments
ed. In Austrelia, this report, and any access to it, is intended only for *whalesale clients” within the meaning of the
1lian Corporations Act.

ademarks and scrvice marks containeg herein are the property of their yespeclive owncrs, Third-parly data providers make
antics oF vep jons of any kind selating to the accuracy, compleeness, or timeliness of the dala they provide and
10t have lisbility for any damages of any kind relating to such data. The Global Industry Classification Standard

S") was developed by and is the exclusive praperty of MSCI and S&P.
zport or any portion hereof may not be reprinied, sold or redistributed without the wrilten consent of Morgan Stanley.
ional informalion on recommended securities is available on request.
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