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To:  DonKanak . Date: December 20, 1999
From: Howard l. Smith Re:  Warranty Book

The book of business we discussed is essentially all auto warranty
business. As of December 31, 1999 the uneayned premium reserve will approximate
3210 million and, it is estimated, that the Joss ratio will be about 200%, or incurred losses
of 3420 million. The payout pattern for these Josses is estimated to be as follows:

Year Payments (In millions)
2000 . Siad
2001 120
2002 82
2003 46
2004 20
2008 6
2006 2
20

Esscutially we would swap this book of business for investments of a
Japanese Company which are ia an unrealized Joss position of $210 million. The
investments could be removed from the Japanese entity*s books upon resching an
agreement with us while the warranty loss could be absorbed gver a longer period of
time. We could conceivably give the eutity a note in payment for the Investments and the
payout tenmns of the note conld roughly conrespond to the warranty loss payouts. This
scenario could, obviously, be further developed If we get close fo an armangement.

Discussion of this dzal should be limited to as few peop)e as possible.
This should give you a good overview and if you need mare details at this point, please

et me know,
HiSjak
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Facsimile

American International Group
70 Pine Street~— 29th Floor
. ! New York, NY 10270

Date:

To: % Zérnw Jgpi

J 785 o599~

Fax:

Tel:

From: M. J. Castelli
Fax: 212-809-4903

Tel: 212-770-8600
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