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Price Target
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NA
$77.37-47.75

Stock ratings are relative to the analyst's industry (or
industry team's) coverage universe.

[cics secTOR FINANCIALS;
US Strategist Weight 19.6%
S&P 500 Weight 20.6%

[WHAT'S CHANGED

J

Earnings (2002)
Earnings (2003)

From $3.38 to.$2.70
From $3.75 to $3.60

Stock Price Performance

---- Relative to MSCl The World Index / insurance 4G (Right)
----- Relative to S&P 500 Index (Right)
—American International Group Inc. (Left, U.S. Dollar)
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Company Description

American Intemational Group is the leading U.S -
based international multiline insurance and financial
services organization and the largest commercial
underwriter in the U.S. AIG has an extensive global
presence, particularly in Japan and Asia. in both 1
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Analysis of Sales/Earnings

February 5, 2003

Lowering Estimates;
Maintaining Equal-weight

® We are maintaining our Equal-weight rating
Despitc the recent pullback, we belicve other stocks in our covcerage
universe could outperform. On a relative basis, AIG has
underperformed recently but not by a huge amount. Also, its carnings
growth outlook now is lower than two weeks ago, and it remains one
of the more cconomically scnsitive names in our coverage universc.

® We have reduced our 2002 and 2003 estimates
Our 2002 cstimate, which incorporatcs the $1.8b A-T rescrve charge,
falls to $2.70 from $3.38. Our 2003 declines to $3.65 from $3.75

¢ Other companies could have similar issues
The charge could mean that other insurers have to increase reserves as
well, especially thosc that writc workers compensation coverage.

® Industry view: In-Line
While we believe margins and book value growth should remain
healthy for some time, we now view investing in our sector as more of
a stock picking exercise, given regulatory trends in personal lines, a
continued weak economy, and commercial lines pricing that appears to
bc modcrating.

Fiscal Year Ends (Dec 31) 2001 2002e 2003e 2004e
EPS ($) 2.80 2.70 3.65 -
Prior EPS Ests. ($) - 3.38 3.75 -
First Call Consensus ($) 2.80 3.41 3.95 -
P/E 19.7 20.5 16.2 -
Price/Book 2.8 24 21 -
Yield (%) 0.3 0.3 0.3 -
Market Cap (3mn) 144.3335 [Qtly 2009 2002e 2003e
Debt/Cap (12/01) (%) 41.8 |EPS  actual  curr  prior curr  prior
Return on Equity (12/01) (%) 149 Q1 0.72 0.81 - - -
Shares Outstanding (mn) 2,608.6 (Q2 0.76 084 - - -
Q3 055 085 - - -
Q4 0.77 020e 0.88e - -

e = Morgan Stanley Research estimates

Please see the important disclosures at the end of this report.
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Lowering Estimates; Maintaining Equal-weight

Summary and Investment Conclusion

Despite the pullback in AIG’s share price after its
announcement that it was taking a $1.8 billion after-tax
reserve charge, we are maintaining our Equal-weight rating.
There are four faclors driving our decision:

e Inthe context of our rating system, we rate stocks
rclative to our coverage universe.  As such, rclative
outperformance or underperformance, all other things
being equal, generally drives a rating change. In this
case, AIG has declined some 15% over the past week
and a half, about 5-7% morc than the avcrage stock in
our coverage universe (which includes the insurance
brokers and financial guarantors). While there has been
relative underperformance in the case of AIG, we don’t
think the gap is widc cnough to warrant a changc in
rating at this time, especially in light of the other items
noted below.

e The decline in AlG’s stock price has been accompanied
by lower earnings earmings estimates (we have once
again reduced our estimate by $0.10 for 2003 and we
suspect consensus could fall by as much as $0.30).
‘T'hat means on a pure earnings or book value multiple
basis, the stock’s valuation has not fallen as much as
the decline in its share price would suggest (i.e., the p-e
and p-b multiple basis have not compressed as much as
the share price decline). At the same time, we have
generally not been lowering earnings estimates for
other stocks in our covcrage universe, making their
valuations more compelling — at least on a relative
basis. Thc avcrage p-c stock tradces at 1.4 timcs book
value (with some near book value), while A1G is at 2.3
times book valuc. We acknowledge that this sct of
stocks might not be the most relevant peer group for
AIG, but from a rating standpoint, wc asscss the stock
in that context.

»  Ofthe stocks in our coverage universe, AIG remains
among the more economically and capital markets
sensitive names (due to its consumer finance. airline
leasing. and equity-linked life insurance operations).
Given the lack of signs of a rapid recovery in the
economy, we believe'some of the other less
economically-sensitive stocks could outperform AIG
over the next 12-18 months.

American Int'l Grp - February 3, 2003

e Finally, the company has not yet reported eamings and
we believe the actual details of 4Q02 are important (not
just the bottom line). We are not forecasting any
additional surprises but would like to assess the quality
of earnings.

Overall, we continue to believe that AlG is a solid
franchise, given its diverse business mix and its geographic
reach. Trading at 2.3 times current book value and 2 timnes
forward book value, the stock is trading near its 12-year
historic average of 2.4 times. However, over the past eight
vears, during which time the company expanded rapidly and
broadened its geographic reach, the stock has traded at an
average of 3 times book value.

Details of the Conference Call

The list of insurers taking large fourth quarter charges
continued on Monday, as AIG ook a $2.8 billion pre-tax
chargc. Both the size and nature of the charge were larger
than we expecled. We were not looking for reserves in the
excess casualty area in particular, and certainly not to the
tune of $1.8 billion after-tax. The total, $2.8 billion, is quite
manageable for AIG financially, but implies potential
deficiencies that might put significant strain on some others,
especially. in our view, some of the competitors that write
workers compensation. As a result, we suspect pencils
might be getting sharpened at the rating agencies right now.
This dose of reality in these lines can only be positive for
nonlife insurance pricing, in our view.

Highlights from its conference call:

e  The reserve charge resulted from a new reserving
method to deal with the lost cost inflation of recent
vears. If AIG had used its historic methodology. the
charge would been $700 million less, management said.

e AIG typically does not provide earnings guidance,
although it did say it expects year end cquity in cxcess
of $58 billion and a 2003 ROE of at least 15%.
Management said a 15% ROE in 2003 is an
“approximate” number and a “minimum hurdle” which
it believes it can beat — the nain obstacle being low
interest rates.

e  Griping about lowcr guidance: Investors arc
conditioned to expect higher, not lower guidance
accompanying a reserve charge. As with Chubb. the

Please see the important disclosures at the end of this report.
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lower guidance, in our view, drove the stock’s weak
performance (more than the charge itself). By resetting
the base of earnings to an expectation that is reasonable
under today’s cnvironment, however, we believe the
company conveyed important information. We now
hope that most of what is needed to be known is
reflected in the stock, although we do want to see the
full release, of course.

e There are a range of interpretations to various
comments made on the call relating to ROE, possible
interpretations could lead to estimates both slightly
above and below our number. We are comfortable with
our new estimate for now. The slight reduction in
number primarily relates (o lower investinent returns
and translates into a ROE of 15% on the adjusted
equity balance, roughly in line with management’s
minimum hurdle. Conscnsus estimates prior to the
release were running at $3.95. Our new estimate for
2003 is now $3.65, down from $3.75.

e Thc company is looking for a $4-5 billion rcserve
increase (float) in 2003, bringing AIG to close to $35
billion of reserves at year end — a positive, we believe,
from a cash flow standpoint.

e Afocus on the conference call also was on record cash
flows and their impact. Our modcl incorporates
continued strong cash flows for 2003.

¢  Asbestos is not an issue. according to AIG. We believe
that if AIG had needed to take any significant asbestos
charges, now would probably have been the time. S&P
reaffirmed the company’s ratings without any
qualification today. Since S&P has been the principal
driver on this issue from a rating standpoint, we are
content to let its opinion prevail.

e AIG reiterated there is not a problem at ILFC.
Management continues to dismiss claims that there
could bc assct writcdowns in this business. We belicve
the accounting treatment is not the issue; rather, T
mvcstors arc rcflccting pereeptions of changes in the
value of the business (e.g., breakup value) as
fundamentals of the aviation business have shifted.
These would swing back in a more favorable direction
in a recovering cconomy, but for now. appear
depressed relative to historic levels.

e AIG believes the economic environment will improve
in the second half of the year. It believes the

American Int'l Grp - February 5, 2003

conclusion of a war in Iraq will have a dramatic and
positive impact on global economy.

Credit Ratings: We believe that AIG will be able to
maintain its AAA rating, although Fitch’s and Moody’s
actions do raise questions about how much cushion AIG
still has. Fitch and Moody’s recently put AIG’s senior debt
on negative watch/outlook, while S&P said that it is not
taking any action at this time and that its “preliminary
assessment is that the reserve charge will not materially
affect the assessment of capital adequacy (which is
extremely strong).”

Lowering earnings growth for 2003: We believe AlG is
not in the earnings management game. [t appeared to us
that management once again signaled this by saying, “You
can't run a major company in any industry and think that
cvery quaricr is going to be better than the next quarter.”
As such, we believe the charge this quarier represents
management’s best estimate of what was needed, not some
sort of “kitchen sink™ to sct up a favorable 2003. That said,
it was clcar thc company was not trying to sct an aspiration
goal of 15% ROE that would be a difficult hurdle to meet.

We currently view the main risk 1o the stock as interest rates
and the economy. The property casualty environment, if
anything appears stronger than ever after this event, which
wc view as having implications for others in the industry.

AIG closed yesterday at $51.70, approximately 2.3 times
2002E and 2.0 times 2003E book value per share. Price to
book multiples shown in Exhibit 1 show the impact of
AIG’s $1.8 billion after tax charge on our book value
estimates and Exhibit 2 shows book value on a historical
basis.

Exhibit 1
Book value multiples (current and prior to charge)

Previous forecast Current forecast

2002E 2003E 2002E 2003E
BVPS $ 2331 $ 2710 $§ 2263 $ 2613
BVPS,ex FAS115 § 2324 $ 2703 $ 2256 $ 26.06
TBVPS $ 2108 $ 2517 $ 2040 $ 24.19
P/B 222 191 228 1.98
P/B ex FAS 115 2.22 191 2.29 1.98
P/TBVPS 2.45 2.05 253 2.14

Source: Company data, Morgan Stanley Research

Please see the important disclosures at the end of this report.
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Exhibit 2

Historical book value multiples

OpEPS 52wk.Hi 52wk.Lo  BVPS HIP/B LowP/B Avg PIB
2001 $2.80 $100.19 $66.00 $19.94 5.02 33 4.17
2000 $268 $103.75 $52.38 $18.09 574 2.90 4.32
1999 $2.32 $75.25 $51.00 $1525 4.93 334 4.14
1998 $1.90 $54.73 $3460 $15.08 3.63 229 2.9
1997 $1.61 $40.02 $25.24 $13.27 3.02 1.90 2.46
1996 $1.34 $27.59 $20.89 $10.27 2.69 203 2.36
1995 $1.15 $2264 $15.19  $9.12 2.48 1.67 2.07
1994 $1.15 $15.92 $12.92 $11.25 1.42 1.15 1.28
1993 $0.98 $15.84 $11.60 $10.51 1.5t 1.10 1.31
1992 $0.73 $1279 $8.64 $868 1.47 1.00 1.23
1991 $0.62 $10.75 §7.59 $8.42 1.28 0.90 1.09
1990 $0.56 $8.92 $6.00 $7.30 1.22 0.82 1.02

12 year avg. Hi/lLo 287 1.87

12 year avg 24

8 year avg 3.0

Source: Company data. Morgan Stanley Research

American Int'l Grp - February 5, 2003
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Global Stock Ratings Distribution
(as of Jan 31, 2003)

Coverage Universe Investment Banking Clients (1BC)
% of % of % of Rating
Stock Rating Category Count Total Count Total IBC Category
Overweight 607 32% 240 38% 40%
Equal-weight 891 47% 286 45% 32%
Underweight 396 21% 105 17% 27%
Total 1,894 631

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 1o a buy rec dation; Equal-weight and
Undenweight 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 Jrom
whom AMorgan Stanley or an affiliate received in banking comp ion in the last 12
months.

ANALYST STOCK RATINGS

Overweight (O). The stock’s total return is expected to exceed the average total return of the analyst’s industry (or industry team’s) coverage
universe, on 4 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 return 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 retum 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 history 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=Outperform; N=Neutral; UP=Underperform. For definitions, please go to www.morg, le) 1s.

ANALYST INDUSTRY VIEWS

Attractive (A). The analyst expects the performance of his or her industry coverage universe to be altractive vs. the relevant broad market
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 available al
www.morgansianley.com/companycharts. You may also request this information by writing 10 Morgan Stanley ar 1585
Broadway, 14th Floor (Attention: Research Disclosures), New York, NY, 10036 USA.
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Please see the important disclosures at the end of this report.
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Stock Price, Price Target and Rating History (See Rating Definitions)
American Int”1 Grp (AIG.N) - As of 2/4/03 in USD

Industry : Insurance - Property & Casualty
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Stock Rating Historyt 12199 : 0P: 22800 1 SB2 7.-6/00 1 NAVZ 31401 2 SB3 44401 1 NAV: 5,21/01 @ SB;
318502 @ O/R: 12403 & ExI

Price Target History: 10-29/89 : 1107 28,00 2 1197 21000 = 1177 2/26/00 = 1127 7600 ¢ NA: 914,00 2 1003
B 29/00 = 1107 4,401 = NA? §/21,01 3 952 26,02 1 907 10,25/02 3 857 124,03 = NA

Source! Morgan Stanleu Rezearch Date Format : MM DDAYY Price Target m- No Peice Target Auailable (NR)
Stock Price (Not Covered by Current Aralyst) Stock Price (Couared by Current Analust ) %0

Stock Ratings abbreviated as below ( Eff ective 318,02, rat inas appear as Stock Ratingz/Industry View ) +

Stock Ratings as of 3/18/928 Querwsight (0} Equal-weisht (B} Underucight (U2 More Wolatile €U) No Rating Available (NAW?
Stock Ratinas prior to 3-18/02: Strona Buwy (SB) Outperform COF) Newtral (N Underperform (UP) No Rating Available (NAY?
Industry View: Abtractive (AY  In-line (I}  Cauticusz <0 Mo Rating (NR?
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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 prepared 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 reconunends that investors independently evaluate particular investinents and stralegies, and encourages investors o 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 affiliatc expeets to recerve 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 arbilrage and other proprietary trading, fund management, investment services and investment banking.

‘This report is based on public information. Morgan Stanley makes every eflort 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 ot companies or other factors. There may be time limitations on the exercise of options or
other rights in your sccuritics transactions. Past performance is not necessarily a guide to future performance. Estimatces 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 o 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. Intemnational Limited, except as provided above. Private U K. 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, completeness, or timeliness of the data they provide and shall not have liability for any
damages of 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 nt'l Grp - February 5, 2003
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INDUSTRY COVERAGE: INSURANCE - PROPERTY & CASUALTY

Rating Price Rating, Price
Company Ticker as of al 2/3/03 _Company__ Ticker as of at 2/3/03
ACE Limited ACE.N E 7/31/02 $29.75 ParnnerRe Ltd. PRE.N U 1/24/03 $51.46
Alistate Corporation ALL.N E 1/24/03 $35.18 RenaissanceRe Holdings Ltd. RNR.N E 3/18/02 $39.40
AMBAC Inc. ABK.N u 3/18/02 $53.50 SAFECO Corporation SAFC.O o] 7/23/02 $36.01
American Int'| Grp AIG.N E 1/24/03 $55.33 St. Paul Companies, Inc. SPC.N E 5/24/02 $32.56
Aon Corporation AOCC.N E 3/18/02 $19.11 The Chubb Corporation CB.N U 5/24/02 $54.57
Arthur J. Gallagher & Co. AJG.N u 3/18/02 $24.99 The Progressive Corporation PGR.N E 1/24/03 $49.08
Berkshire Hathaway Inc. BRKa.N o 3/18/02  $68,490.00 Travelers Property Casualty TAPa.N o] 1/24/03 $16.15
Everest Re Group, Lid. RE.N [o] 1/24/03 $51.38 W.R. Berkley Corp. BER.N o] 3/18/02 $38.15
IPC Holdings, Lid. IPCR.O O  7/24/02 $28.89 Willis Group Holdings WSH.N E 3/18/02 $26.00
Marsh & McLennan MMC.N E 1/24/03 $42.40 XL Capilal Ltd. XL.N E 1/24/03 $76.09
m;’: ARe Capital Limited mgfﬁ © E :g:gg g;gg Stack ratings are subject lo change. Please see latest research Jor each company.
Montpelier Re Holdings, Ltd. MRH.N E  11/20/02 $25.93
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