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Non-Life Insurance: AIG Reserves Deficient, But Industry
Flush? Won't Turn Market, But AIG May Yet Lose Share

Target Price Change in Bold

11/27/2009 YTD EPS P/E
Closing Target Rel.
Ticker Rating CUR Price Price Perf. 2008A 2009E 2010E 2008A  2009E  2010E Yield
AIG u usb 33.30 12.00 -11.9% -398.26 -15.55 6.80 NM NM 4.9 NA
OLD 20.00

HIG o usb 23.72 36.00 20.0% 2.80 0.95 3.65 8.5 25.0 6.5 0.9%
TRV M usb 51.65 54.00 -5.1% 5.27 5.70 6.70 9.8 9.1 7.7 2.6%
ALL M uUsb 28.27 34.00 -28.3% 3.09 3.10 3.95 9.1 9.1 7.2 2.8%
PGR (e} usb 16.61 21.00 -6.8% 1.29 1.50 1.70 12.9 11.1 9.8 NA
CB M usb 49.54 57.00 -19.3% 5.58 5.95 5.60 8.9 8.3 8.8 2.8%
CNA M uUsb 22.91 25.00 15.8% 1.92 3.40 2.60 11.9 6.7 8.8 NA
ACE M usb 48.18 59.00 -24.4% 7.72 8.60 8.30 6.2 5.6 5.8 NA
SPX 1087.27 65.47 60.96 76.85 16.6 17.8 14.1 2.3%

O — Outperform, M — Market-Perform, U — Underperform, N — Not Rated

Highlights

¢ We conducted a segmented industry loss reserve analysis totsegehied any possible competitive
issues that could emerge in the coming years. The main resultdsaneor the possibility of near-
term pricing improvement. Every company subgroup—Iarge publics, mutuatsjnance &
international, and small privates—shows strong and relatively compdoailreserve adequacy to the
other segments. This means that no subgroup is more likely than anothéagbtbetsoft market.

— In particular, average industry reserve adequacy of about 8 points of 2088 pegmium ($26bn
dollar adequacy) ranged 4-14% across 4 industry subgroups we looked at. FgethtSligublic
companies in our coverage (excluding AlG), the average adequacy is aboutt$1lqoncentrated in
commercial lines and specialty businesses.

o But we did reveal a very unexpected result that could have majoraatiois in coming year. It
appears that AlG's loss reserves are significantly deficiem,agach sooner that we would have
forecast 2 years ago.

— Our estimate is about $11bn deficient, +/- a $4bn standard deviation andoegpalit 24 points of
total 2008 earned premium (35 points for US only). This equals about $10 per futyl dihare
after-tax. The majority of the deficiency ($10bn) is concentrated in 3tiolegl casualty lines: Work
Comp ($1.8bn), General Liability ($5.6bn), and Professional Liability ($2.6bn).

— Because this result was so unexpected to us, we conducted numerous indepaadeableness
checks on the AIG analysis. In each case, looking at paid/incurres| iatpied real price adequacy,
and empirical loss development factors, it appears at a minimum @&t ikkults are worse than its
other large peers, and directionally worse than its booked reserves.

— These results give some credence to long-held views that AIG singpghkays been a more
aggressive competitor. There is even some support to the idea thairgiseas lost after former
CEO "Hank" Greenberg left the company. But a more solid analyticalréiaat may explain the
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recent deterioration is that AlG's reinsurance usage has been cut méaifysince the late 1990s,
from 43% cessions in 1999 to 22% in 2008. This fact supports both the idea that Al@xiterde
never adjusted to the greater need for more "net line" underwritimgglbas the possibility that AIG's
reserves will have a "thicker" tail without so much reinsurancgeusa

Investment Conclusion

We cut our AIG target price to $12 from $20 to reflect the reserve deficiefhere is now 64% potential
downside to our target from AIG's most recent close. We continutetdli@ Underperform.

The results of this study were a big surprise to us. The original purptiseafalysis is rather anti-
climatic, as current loss reserve adequacy seems rather evenytistby company subgroup, which
suggests that the industry could continue competing with itself for quitetsome This lends support to
our view that a balance sheet driven hard market, of the type seen in 198®and Bkely 2-3 years off.

The potential implications of this result for AIG are quite sigaiffic If our analysis is even directionally
correct, it implies that AlG shareholders and the Federal Governmertdasiderably more uncertainty
than they may have anticipated. At a minimum, if these results amnadde, AIG would likely have to
take some kind of reserve charge before it could sell or IPO its Chattisvbiaih would probably greatly
increase the difficulty of implementing such a deal in the first plabere is also the possibility for even
greater Government scrutiny and penalties, although we have no insight as tioisvméght be at this
point.

But this may also lead to a result that was widely anticipated rethibeyear but for the wrong reason,
namely continued loss of AIG market share. It was viewed by many that vikakened state would
compel clients and brokers to want to move business. We were skepticaldéthbecause we felt that
clients would instead stay put and wait for the uncertainty to pass befomegraakiajor decision. So far,
our view is what appears to be playing out. But now, with this loss ressnlt vee have a more
analytical case to make that AIG may face client flight in theréy driven by fear over its potentially
weakened claims-paying ability. That factor seems much more liketatter to risk managers than what
is happening in AIG's Financial Products unit. It is very difficult to deitez if and when any reserving
problems will be manifest in AIG's results, and so if and when compaetitibtse able to capitalize. But at
this point, we now think it is more likely that companies like TRV, CB, ACE, aed &NA will

eventually be able to capitalize on the likely uncertainty this weliie in AlG's client base.

Details

We published our first total US industry loss reserve study for 2008 back antbeptl6. Given the
current lack of any sign of a pricing cycle in the offing, we decided that decomgpbe industry into
subgroups of companies might be useful before proceeding on to the individual comglgiegsa This
interim analysis might shed some light on the competitive environment ia ténwhich types of
companies might have better balance sheets.

The results of this study were a big surprise to us. The original purptiseafalysis is rather anti-
climatic: as we shall show, current loss reserve adequacy samsavenly distributed by company
subgroup, which suggests that the industry could continue competing with itselitéosa@mue time. This
lends support to our view that a balance sheet driven hard market, of theagpe $985 and 2001, is
likely 2-3 years off.

But there was one very important exception to this result. When armgatire subgroup of public

companies (all of our US coverage), the original analysis showed alm@samee adequacy in total,

which made no sense. The largest company in this subgroup is AlG, and we decide@t@IlGokrst,

and go to each company one by one to find the problem. We did not need to go any further: Al&tappear
have very deficient loss reserves, on the order of about $11bn pre-tax. Upomgefi®y the remaining
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public company subgroup appears to have very redundant loss reserves, as ted.eguewhat was a
diagnostic operation has arguably turned into the most important part of this not

Therefore, we have broken this note into 2 main sections. Part 1 is faifhacthrand provides details
about the overall analysis and conclusions. Part 2 provides more details 06 tfesélts alone, and in
particular undertakes a rigorous set of diagnostic tests to teatltaresult.

The potential implications of this result for AIG are quite sigaific If our analysis is even directionally
correct, it implies that AlG shareholders and the Federal Governnoentdasiderably more uncertainty
than they may have anticipated: recall that AIG's insurance uniésneegenerally considered to be part of
its problems. In fact, early in AlG's downfall, borrowing surplus from Al@sirance units was
considered a possibility for saving the holding company. At a minimum, if thesls are reasonable,

AIG would likely have to take some kind of reserve charge before it colilor $BIO its Chartis unit,

which would probably greatly increase the difficulty of implementing suidahin the first place. There is
also the possibility for even greater Government scrutiny and penpaltlesugh we have no insight as to
what this might be at this point.

But this may also lead to a result that was widely anticipated rethiBeyear but for the wrong reason,
namely continued loss of AIG market share. It was viewed by many that viEakened state would
compel clients and brokers to want to move business. We were skeptidalviétv because we felt that
clients would instead stay put and wait for the uncertainty to pass befomggraakiajor decision. So far,
our view is what appears to be playing out. But now, with this loss ressue ve have a more
analytical case to make that AIG may face client flight in theréy driven by fear over its potentially
weakened claims-paying ability. That factor seems much more liketatter to risk managers than what
is happening in AlG's Financial Products unit. It is very difficult tordeitee if and when any reserving
problems will be manifest in AIG's results, and so if and when compaetitibtse able to capitalize. But at
this point, we now think it is more likely that companies like TRV, CB, ACE, aed &NA will

eventually be able to capitalize on the likely uncertainty this welite in AIG's client base. We do NOT
think this will harden the market, however, given the overall strong adggoaition of the industry, as we
will now discuss.

Part 1. Subgroup Analysis of US Industry L oss Reserves Show Few Chinks Across Business Types

The main purpose of this note was to break up total US industry statutorgdesgis into some
conceptual business subgroups. We first did an analysis like thisrb2@@2, to gain insight into which
types of companies were in the worst shape after the toll takee iate 1990s soft market. At that time,
reinsurers and smaller companies seemed to have borne the brunt of the.dBotave don't see that this
time: reserve adequacy is much more evenly distributed across the subgitugise exception of AIG.

Exhibit 1 shows how we define the subgroups for analysis purposes. TheubgFaups we derived
from the US statutory data:

- Publics which are defined as the large public companies that make up our US insuramage;ove
- Mutuals consisting of the 7 largest US mutual insurers;

- Reinsurance & InternationghbbreviatedR&l), comprising the largest US subsidiaries of predominantly
international or reinsurance companies; and

- All Other, by definition consisting of the rest of the industry, which is dominateddajum and small
private stock companies.

Exhibit 1 shows not only the companies making up the subgroups, but shows 2008 eanned podume
to get an idea of which companies dominate the results. Keep in mind that thésotétd)S statutory
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data, meaning that any non-US business will not be included. So in particule&Iteebgroup is not a
complete analysis of all of the business for the companies in question.

Exhibit 1
Distribution of 2008 Statutory Earned Premium by An alysis Subgroups and Components
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Source: Highline Data, SNL, Bernstein Analysis

When we do loss reserve work, we always work at the most detaileciaiable, namely the line of
business segments as defined in the Annual Statement Schedule P. Balyfs dike this, it is rather
unwieldy, and frankly not necessary, to look at every line of business rebul, We have summarized
results to a level of 3 major business segments:

- Retail consisting of personal lines and small business insurance;
- Standard consisting of basic commercial lines like property, liability, and workp; and

- Specialty consisting of more difficult lines like medial malpractice, othefgssional liability, and
excess-of-loss reinsurance.

When we later look at AIG specifically, we will concentrate on 3 Sded@lines that dominate its
deficiency: Work Comp (Sch. P Part D), General Liability (Sch. P Padnd) Professional Liability (Sch.
P Part HC). Parts D and H dominate the Standard segment, while Part k&jcs aomponent of the
Specialty segment (Medical Malpractice, Parts F and FC, are thenwdf@rcomponent, and are very
redundant but are not major factors for the companies in our coverage).
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Exhibit 2
Share of 2008 Earned Premium by Business Segment Wi  thin Analysis Subgroup
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Source: Highline Data, SNL, Bernstein Analysis

Exhibit 2 shows the 2008 earned premium distribution by major segment vathroéthe company
subgroups. The basic premium split is 60/40 commercial/retail, with more Retaikss in the Publics
and Mutuals subgroups owing to the presence of large personal lines wrijeisliétate and State Farm).
Keep in mind, however, that the majority of the loss reserve redundaramycentrated in commercials,
owing to the longer-tailed nature of this business.

Exhibit 3 is a high level summary of the major conclusions. We show bothtouatesof total loss
reserve adequacy as of year-end 2008 by subgroup, as well as this figuresstgpedcantage of 2008
earned premium. We find this latter statistic more useful in thepiesents the way most analysts and
investors think about loss reserve adequacy, namely as points of gddténtie favorable or adverse loss
ratio development.

In total, loss reserves appeared to be $26 billion redundant, equal to about 8fdos¥satio. But for the
Publics and All Other, this percentage was 11%, and was 14% for the R&I subgditweiputual subgroup
is much weaker at 4%, but this is because of its high concentratiorsohpElines business; as we shall
see, commercial reserve adequacy is fairly comparable across subdroopstrast, AIG appears to be
nearly $12 billion deficient on its US statutory book, or about 35% points of 2008 eaenadmr

We should point out 3 facts about this analysis with respect to our laspten®er 16. First, the normal
way we would have derived the All Other group is to subtract the other 3 subgroygearfiedm our last
industry analysis. But because of the AIG discovery, we did much more cragsghand part of that
was to project the All Other subgroup from the ground up. As a result, thebttalty up” redundancy
estimate of $26 billion is lower than the "top down" estimate of $34 Hiliengot in September. The
difference of $8 billion seems quite large, but it is less than 2 points o2@ft8lloss ratio, and the total

! Specifically, we got a total estimate of $28 bitlj consisting of $34 billion from loss and allahtoss expenses,
and ($6 billion) from unallocated loss expensesr the current analysis, we are excluding unallet&xpenses.
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standard deviation of the estimate is about $10 billion. We attengpteddncile between "top down" and
"bottom up", but this is as close as we could get. Each approach has sometmeltiop down" has more
diversification benefits, while the "bottom up" may capture more lifmusiness differences—so the
unknowable "real" answer probably lies somewhere in the middle. Wéelsetb reconcile these
approaches as we further finalize the analysis, but for the purpdss nbte, we use the lower "bottom
up" estimate. This is not likely to change the overall conclusion we would draw

Exhibit 3
Estimated Year-End 2008 Loss Reserve Adequacy by Su  bgroup, in Billions of $s and as %age of 2008 Earne d
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Source: Highline Data, SNL, Bernstein Analysis

Second, we decided to exclude all Financial and Mortgage Guarantyatatthé analysis. The last 3
years (2006-08) appear very contaminated from the credit crisis, andsthergaod way to forecast these
years using historical data. Thus, we are implicitly treating these as "adequate”. This only impacts
AIG and the All Other subgroup (and of course the total).

Finally, AIG has a large amount of non-US business which needs to be analyeedriadga of total loss
reserve adequacy. We have a method to do this (we use the 10K reserugttatz, \4S paid loss data,
and can get a non-US paid loss triangle), and the non-US piece has an @sésete redundancy of
about $1 billion. Thus, our total estimate of AlG's reserve deficieradyast $11 billion, with a total
standard deviation of the estimate of about $4 billion. This is a @eyg ktandard deviation, but notice
that AIG still appears to be deficient even with 2 standard deviations per ouatestivire will discuss AIG
in even more detail in Part 2 of this note. For now, consider that after a 3586dsSeitax rate, $11bn of
pre-tax deficiency equals about $7 billion, equal to about $10 per fully diluteel shais is nearly 1/30f
AIG's current market value of $33.30.
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Exhibit 4
Estimated Year-End 2008 Loss Reserve Adequacy as %a ge of 2008 Earned Premium, by Subgroup and Business
Segment
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Source: Highline Data, SNL, Bernstein Analysis

Exhibit 5
Estimated Year-End 2008 Loss Reserve Adequacy as %a ge of 2008 Earned Premium, by Business Segment and
Subgroup
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Exhibits 4 & 5 break the adequacy estimates into the major business sezyakat tetail. We show
adequacy as a percentage of 2008 earned premium. The exhibits show the samevdtialifietent
cross-tabulation. Exhibit 4 groups the data by company subgroup, allowing segmenismrapegithin
subgroup, which Exhibit 5 groups by major segment, allowing comparisons across subgixhipg 5 in
particular shows that the levels of adequacy within a businesesegnfiairly consistent. For example,
excluding AlIG, Retail adequacy ranges 1-5 points, while Standard ranges 8-%6 gdiatrange for
Specialty is much wider at 19-76 points, but this is likely owing to differeneexes of business. For
example, the 76 point redundancy for Specialty business in Mutuals is dominéeddymedical
malpractice reserves (i.e. low current writings).

In Exhibit 6, we show the distribution of adequacy for the industry in total, splitdiglemnt year and major
segments. As one would expect, adequacy is dominated in the more recent 2005-08y@asleithis
exhibit by subgroup largely shows the same result, so we excluded them to tattace Two exceptions
were AlG, which we do show next in Exhibit 7, and RIR, which has a much more even (kilg)vola
distribution of adequacy across the years, even older accident yearss (laissible because of the large
concentration of excess reinsurance in the R&l subgroup. Excess reinsanaggelong-tailed, and so
there could be uncertainty lasting for longer that it might in most othes bf business.

Exhibit 6
Distribution of year-End 2008 Reserve Adequacy by A ccident Year, Total US Industry by Business Segment  , as %age
of Earned Premium
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Source: Highline Data, SNL, Bernstein Analysis

At some future data, we will likely publish more of the line of businesslsleteBlack Book form, but for
this note we have tried to focus on the key data from we can draw the strmmgegsions. As noted
previously, the results of this subgroup analysis are something of a letaavhat still produces an
important conclusion. With loss reserve adequacy as evenly spreagpsars to be, it will likely take 2-
3 years of additional reserve releases before reserve aremteticough to produce a large pricing cycle.

Part 2: Testing Our Al G Result for Reasonableness

Because the AIG finding is so unexpected, we think it is necessary to psopiperting information so
that investors can weigh the results for themselves. In this seeggorovide a number of standard and
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novel tests that allow investors to compare AIG's relative resdaguacy against other benchmarks. To
show the magnitude of the potential problem, Exhibit 7 shows the disbriteftideficiency across accident
years and major segment. AlIG shows nearly the opposite behavior that wieewpett, namely that more
recent years are gettimgprse not better, in contrast to every other subgroup we analyzed. Average
deficiency for 2005-08 is estimated at about 6-7 points of loss ratio in eachlyess, not only do we need
to test our results carefully, but if possible, we need to figure out why Ad&Uts are so at odds with the
rest of the industry.

Exhibit 7
Distribution of year-End 2008 Reserve Adequacy by A ccident Year, AlG Statutory by Business Segment, as %age of
Earned Premium
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Source: Highline Data, SNL, Bernstein Analysis

We should point out that the statistical methodology we use for all ohalysas is designed to be as
comparable as possible across lines of business and companies. However, thimkl@ntividing pages
and pages of loss triangles is going to be very helpful to the averagemvEortunately, there are only a
few lines of business, namely the long-tailed casualty lines, that are dnesstgof the deficiency, as
shown below in Exhibit 8. $10bn of the $12 billion total deficiency estimate is coatzehin 3 lines:
Work Comp ($1.8bn), General Liability ($5.6bn), and Professional Liability ($2.6bn).
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Exhibit 8
AIG Estimate Reserve Adequacy for Selected Long-Tai  led Lines of Business, Year-End 2008
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Further, the relative tests we are going to show here are more meawnihgh one has a fullbsolute
ground-up analysis to serve as a basis. It is when one only looks at relatigisa(e.g. the paid/incurred
test we will look at next) that we have no good frame of reference. So @wsays, the best proof we
have is that AIG's results are so very different from our 4 other comparayses. Performing these
simpler diagnostics merely adds more confidence to the core result.

Before we begin the detailed tests, here is an executive summary dfuhe t@come:

- There is plenty of empirical support for the idea that AIG's reseawe, at the very least, less
conservatively reserved (paid/incurred test) and have lower price agdoeaiqrice adequacy test) versus
its comparable public company rivals.

- There is also good evidence that AIG is not booking its results consistieritis historical development
patterns (LDF test), whereas our estimates appear more in line Math @wn data. While AIG certainty
has access to better data than we do, our analysis seems to be more coiitsistenpublicly available
data.

- These results give some credence to long-held views that AIG singoiaays been a more aggressive
competitor. There is even some support to the idea that disciplgestafter former CEO "Hank"
Greenberg left the company. But a more solid analytical reason thatxpiayn the recent deterioration is
that AIG's reinsurance usage has been cut nearly in half sincésti®®¥s, from 43% cessions in 1999 to
22% in 2008. This fact supports both the idea that AIG's underwriters nevateddjuthe greater need for
more "net line" underwriting, as well as the possibility that AlGemnees will have a "thicker" tail without
S0 much reinsurance usage.

A word of warning seems appropriate here. Loss reserving is a diffiitajiict. It uses unfamiliar
terminology and complex methodologies. It entails considerable uncertaouycome. Normally, we
target our research at an "intermediate" level of understandings tixe don't assume that you are a loss
reserving expert, but we do assume that you are familiar with the procewideestand why it is important,

10
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and know what terms likless triangle paid/incurred ratig andloss development factonean. However,

we also understand that anything connected to AIG may reach a wider auldaénitalid a few years ago.
Therefore, we have tried to provide more explanation and examples thatieadiyywould. But even this
additional detail i:ot sufficient to make one an expert in loss reserving. Thus, we would caution anyone
not familiar with loss reserving techniques to be very careful inidgastrong conclusions from anything
they read here.

Test 1—Paid/Incurred RatioSo-calledpaid/incurredratios are probably the most used loss reserve test on
Wall Street. If an investor or analyst is going to do anything at akdmime loss reserve adequacy,
paid/incurred analysis may be the only thing they look at. Itétativetest in that it does not provide an
objective self-supporting estimate of reserve adequacy. But in coojumdgth such a ground-up analysis,

as we have, paid/incurred ratios can quickly reveal relative adedifferences in an intuitive manner.

The basic idea behind paid/incurred ratios is grounded in the corexfoaknef all loss reserve analysis.
The two main sources of raw loss datagaigl andreportedlosses, which are pretty much what the names
say they are. The goal is to use historical paid and reported data pokteduture paid and reported
losses. To do this, the date are organizedias®triangles In one dimension (usually the vertical axis),
the losses are grouped adgcident yeaor incurred year(same definition), which is the year a claim
occurred. This grouping correspond®érned premiumand indeed this is how accountants match up
premiums and losses for earnings recognition.

Along the horizontal axis, the losses are groupeddwelopment ageThis concept is key: development
age is nothing more than the amount of time that has passed since aslossiwad. Many lines of
business, like general liability and workers' compensation, take aitoadd report and pay out from the
initial incurred date, and these classes are chilagitailedas a result. The main assumption of nearly all
loss reserving methods is that comparable blocks of business will détredaggame” no matter when they
were written. More precisely, the rate at which losses were egband paid in the past should be
comparable to how they will report and pay out in the future. Thus, if we can figutesatrates of
growth, we can estimate future loss reserve need.

Thus, if you are presented with a company's paid loss triangle and itatestinttimate incurred losses by
accident year (we will call thesdtimatesfor short), you can try to "reverse engineer" whether or not these
ultimates are reasonable. Since the rate of paid loss growth is dagbime one ought to forecast future
losses, we could construct ratios estimating that rate of growth for a igdevelopment age.
Specifically, we could fix a development age, say 24 months after the df@etioturred date, and

construct the ratio of paid loss to incurred (estimates ultimadge)dy accident year. This ratio is precisely
what is meant by paid/incurred ratio

The test is to look at how the paid/incurred ratio changes over timelsékequal, a rising paid/incurred
ratio is assumed to indicadieterioratingreserve adequacy across time. The argument is that paid loss
development stays consistent over time (within some reasonable ranga}, awytnoticeable trend is

likely to be occurring through the company's selected ultimates. Fhis #mong the most objective, in
that it involves no estimates on the part of the analyst, merely a cormputBut as we noted,

paid/incurred ratios only provideralative test of adequacy, not an absolute estimate. Given thaawee

an absolute estimate from our statistical model (which we will discussria additional detail when we

get to Test 2), doing paid/incurred analysis allows us to see iiésuits seem consistent with that analysis.

The next 4 exhibits, Exhibits 9-12, show paid/incurred ratios at Age 24 monthsiderst years 1999-

2007 (2008 has to be excluded because it is only 12 months old at year-end 2008). We show a comparisor
of AIG's ratios to those of the Publics subgroup, AlG's US competitor setotéd above, we will focus

on the 3 long-tailed lines where most of the deficiency is located. \Waa® an exhibit for all lines in

total, but actually we would not expect this exhibit to be as useful. It ifyusota good idea to look at

11



BERNSTEINRESEARCH

November 30, 2009

Todd R. Bault, FCAS (Senior Analyst) * todd.bault@bernstein.com ¢ +1-212-756-1857

total company results when doing any kind of reserve work. All reserving metbedke idea that
reported and paid losses have a pattern of development that is consigtémiev&Vhen you start mixing
lines with different development patterns, you are asking for trouble ctin¥&5's total paid/incurred

ratios do NOT indicate a problem, whereas all the individual line ohessiexhibits do suggest a problem.

Exhibit 9

Paid/Incurred Ratio Test, Workers' Comp (Sch. P Par
AlG vs. Publics, Accident Years 1999-2007 at 24 Mon
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— — — Expon. (Publics)

I Publics
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Source: Highline Data, SNL, Bernstein Analysis
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Exhibit 10

Paid/Incurred Ratio Test, General Liability (Sch. P

Part

H), AIG vs. Publics, Accident Years 1999-2007 at 24

Months

40% 1

1999 2000 2001 2002 2003 2004 2005 2006 2007

EEEAIG
Expon. (AIG)

N Publics
— — — Expon. (Publics)

Source: Highline Data, SNL, Bernstein Analysis

Exhibit 11

Paid/Incurred Ratio Test, Professional Liability (S
Part HC), AIG vs. Publics, Accident Years 1999-2007 at

24 Months
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Source: Highline Data, SNL, Bernstein Analysis

Exhibit 12

Paid/Incurred Ratio Test, Total All Lines (Sch. P
Summary), AIG vs. Publics, Accident Years 1999-2007  at

24 Months
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Source: Highline Data, SNL, Bernstein Analysis
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We have added a trend line to each series, not to measure a pradiskbutéo show the general direction
of either deterioration (rising trend) or improvement (falling treriedr each of the 3 casualty lines, AIG is
certainly deteriorating relative to competitors, and is at leastmpobving. Professional Liability seems to
show outright deterioration, whereas Work Comp and General Liabilityssedstain. But agairelative

to the Publics subgroup, it seems rather clear that AIG's paid/incatiesl are worsening. But we do
NOT see this in Exhibit 12 for the total company. This shows the potkatiatds one faces when using
heterogeneous data like that for the total company.

Test 2—Real Price Adequa@ince beginning our coverage of non-life insurance at Bernstein, \@e hav
used a statistical model to forecast loss reserves which diféensifiore traditional actuarial methods
(although increasingly, actuaries are adopting more statistichbawesimilar to ours). Most basic
actuarial approaches extend the paid/incurred ratio by measuringié gate of reported and paid losses
across development ages, and summarize these growth rates in theltmsdefvelopment factonahich

we will discuss more in Test 3. In contrast, our method starts by looking at mémtal reported and
paid losses in each age for each accident year. For additionalcstbéiffiicacy, as well as making the
results easier to use, we actually use incrementatdtiss, taking each loss increment as a ratio of
premium for the given accident year.

But using incremental loss ratios introduces a problem that has toressettl There is no reason to think
that premiums across the years reflect the gamoe levels or that losses reflect the same levelbst

trend When actuaries use historical premiums and losses to set fuagenay address this problem
through a process calledi-leveling This means that older premiums have all subsequent price changes
applied to them, and older losses are trended forward to the currentestireat level. Once the data are
on-leveled, we can treat all the loss ratios as being a reasonabktestf thecurrentloss ratio.

Now we obviously don't have access to company price changes or loss trendiagsuriigé don't even
have such data in a useable format for the industry. Nonetheless, thisdlfaédlows us to estimate a
reasonable amount of needed on-leveling. For example, actual industry data sladivitteancremental
paid and reported loss ratios for the soft market years of 1999-200plaee thian for the strong post-cycle
years of 2004-06, comparing across the available development ages (we raagesdor older years).
Thus, our statistical model estimates the optimal amount by which we shudtitadpremiums onlyin
order to minimize the variance of the incremental loss ratiochtdmvelopment age. We do this
simultaneously for both reported and paid incremental losses. Now bewaase adjusting only the
premiums, the adjustment includes both a provision for price chandésss trend. There is no way to
separate out the effects using only data available from Schedule P.whleaswe first developed this
model, we coined the terreal price chang¢o mean the difference between price change and loss trend.
Thus, the premium adjustments in our model reflect estimatesigirice change.

While this approach definitely requires an estimate, it is not anagstof forecasting. It is an estimate of
how much the price and loss levels vary across years using simple rbigahat the empirical loss
ratios ought to have. So our estimated real price changes are not clynobietetive, like the
paid/incurred ratios, but they are close.

In the next 4 exhibits, Exhibits 13-16, we show the same lines and comparison of AI6& Rabtics
subgroup. The test in this case is the cumulative estimate reatipaicge since 2004, so for years 2005-
08. Price level, loss trend, and reserve adequacy are intimalggho: All else equal, we would expect
deteriorating real price adequacy to suggest more of a potentia¢ipralth reserve adequacy.
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Exhibit 13
Cumulative Real Price Adequacy, Workers' Comp (Sch.
P Part D), AIG vs. Publics, Accident Years 2005-200 8

Exhibit 14

Cumulative Real Price Adequacy, General Liability (

Sch.

P Part H), AIG vs. Publics, Accident Years 2005-200 8
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Exhibit 15 Exhibit 16
Cumulative Real Price Adequacy, Professional Liabil ity Cumulative Real Price Adequacy, Total All Lines (Sc  h. P
(Sch. P Part HC), AIG vs. Publics, Accident Years 2  005- Summary), AIG vs. Publics, Accident Years 2005-2008
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While both AIG and the Publics show deteriorating real price adequacy fioe &sts, AlG is worse for
every test except Work Comp. This seems driven by one very favorabfgioe increment in 2006 for
AIG, followed by a large decline in 2008 that undid nearly all the 2006 gain. Noteuthaethod usually
does not provide any insight into the reason for the real price changeékeenis always some statistical
error in any method like this. But once again, we are looking for the weiglitde#nce. The fact that total
AIG real price adequacy appears to be 30% lower at the end of 2008 vs. 2004 edoimmenty an 11%
decline for its competitor set, suggests that AIG probably has more qubkitwss reserve adequacy.

Test 3—Implied Loss Development Factéer our final test, we construct the data used in more standard
actuarial analysis, and use this to compare the rates of reporteddtabpaevelopment in AlG's

historical results to the implied growth rates in both AlG's booked ultgraatd our statistically-derived
ultimates. Because this requires assembling much more data, we eletted tbe results only for

General Liability (Part H) and the company in total. Remember thatid/éhsd using total company data

to project results is potentially very misleading, and our estisraate all ground up by line. But as we will
show, our estimate appear more consistent to AlG's empirical data thahl@eestimates of ultimates.

Exhibit 17
AIG Paid Loss Development Factors (LDFs), Total All Lines, with Comparison of Formulaic, AIG Implied, and SCB
Implied LDFs
Year Age1:2 Age2:3 Age34 Aged5 Ageb56 Age6:7 Age7:8 Age 89 Age 9:10 Age 10:Ult
1999 1.773 1.293 1.166 1.099 1.059 1.048 1.050 1.017 1.030
2000 1.813 1.302 1.153 1.097 1.076 1.065 1.051 1.032
2001 1.865 1.283 1.161 1114 1.074 1.055 1.042
2002 1.798 1.300 1.198 1.102 1.058 1.067
2003 1.816 1.271 1.140 1.081 1.094
2004 1.888 1.229 1.142 1.099
2005 1.795 1.226 1.166
2006 1.776 1.332
2007 1.981
Incremental Agel:2 Age2:3 Age34 Aged5 Ageb56 Age6:7 Age7:8 Age89 Age9:10 Age 10:Ult
Formulaic 1.839 1.276 1.160 1.098 1.072 1.059 1.048 1.025 1.030
AIG 1.957 1.227 1.204 1.076 | 1.060 1.026 1.018 | 1.022 1.034 1.056
SCB 1.924 1.260 1.169 1.100 1.073 1.059 1.050 1.024 1.033 1.061
Cumulative | Age 1:Ult Age 2:Ult Age 3:Ult Age 4:Ult Age 5:Ult Age 6:Ult Age 7:Ult Age 8:Ult Age 9:Ult Age 10:Ult
Formulaic 3.964 2.155 1.689 1.456 1.325 1.236 1.167 1.114 1.087 1.056
AIG 3.839 1.962 1.599 1.328 1.234 1.164 1.135 1.116 1.092 1.056
SCB 4.175 2.170 1.723 1.474 1.340 1.249 1.180 1.123 1.097 1.061
| Age1:5 Ages5:UIt
AIG 3.110 1.234
SCB 3.115 1.340
Difference 0.1% 8.6%

Source: Highline Data, SNL, Bernstein Analysis

Exhibit 17 shows the paid loss development factors (LDFs) for all of Ail&'s of business in total. The
LDFs are arranged by accident year in the vertical direction andogeveht age in the horizontal

direction. The label Age 1:2 (read "age 1 to 2") is simple the ratio @tihelative paid losses at Age 2 (2
years later) over the level at Age 1 (end of the initial year). Tde basic actuarial technique is to take the
average of the LDFs for a given age and use this estimate for thefldless developed year at that age.
We call this estimate the Formulaic estimate in the exhibit. Fongeathe Formulaic paid LDF for Age
1:2is 1.839. Thus, if we had the Age 1 paid losses for 2008, we could multiple them by Ad8B®&; a
would give us an estimate of what the 2008 losses might look like at AgetBdiend of 2009).

In the exhibit, we have the raw incremental LDFs in the section labaieshhental. The next section,
labeled Cumulative, multiplies the LDF backwards to obtain so cafjeeto-ultimatdactors. It is these
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factors that produce the actual estimate of ultimate. For examplegtmellaic factor at Age 5:Ult is
1.325. This is the product of the LDFs Age 5:6, 6:7, 7:8, 8:9, 9:10, and 10:UIt. Noteeth@tUlt factor,
often called theail factor, cannot be estimated from the triangle data. Most companies haveradditi
data they can use to estimate the tail. Our model uses the most roatpenyg estimates to estimate our
tail.

In each section, after the Formulaic estimate, we have estimatlesi|alh@ and SCB. These estimate the
LDFs that would be required to reproduce AIG or our estimates of ultimatectesty. We can now see
how the LDFs compare. We have boxed some AIG estimates (Ages 5:6 to 78}weheDFS appear
rather low versus either Formulaic or us. At the very bottom, we showt:Agend Age 5:Ult factors,
essentially the "beginning" and "end" of the pattern. This shows geitastly that it is in the tail, Age
5:Ult, where AIG differs the most from us.

Exhibit 18
Comparison of Total All Lines Paid Incremental LDFs  , Formulaic vs. AIG Implied vs. SBC Implied
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Source: Highline Data, SNL, Bernstein Analysis

This is very apparent if the incremental LDFs are graphed, as we abiliitEl8. We drop the Age 1:2
factor because it is much larger than the others and obscures the Algtailvery apparent, our LDFs are
much closer to the Formulaic pattern than is AIG's implied pattern. In partithe tail looks much
thinner for Ages 5-8. In effect, this thinner tail is driving altleé overall difference.
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Exhibit 19
AIG Reported Loss Development Factors (LDFs), Total  All Lines, with Comparison of Formulaic, AIG Impli ed, and SCB
Implied LDFs
Year Age1:2 Age2:3 Age34 Aged5 Ageb56 Age6:7 Age7:8 Age 89 Age 9:10 Age 10:Ult
1999 1.381 1.156 1.123 1.068 1.051 1.036 1.037 1.008 1.019
2000 1.357 1.185 1.115 1.082 1.058 1.043 1.041 1.021
2001 1.317 1.175 1.129 1.073 1.043 1.038 1.023
2002 1.413 1.200 1.114 1.062 1.028 1.041
2003 1.329 1.127 1.084 1.050 1.054
2004 1.302 1.138 1.072 1.056
2005 1.322 1.106 1.086
2006 1.385 1171
2007 1.497
Incremental Age 1:2 Age2:3 Age34 Age4d5 Ageb56 Age6:7 Age7:8 Age8:9 Age9:10 Age 10:Ult
Formulaic 1.370 1.153 1.100 1.064 1.046 1.039 1.033 1.014 1.019
AIG 1.358 1.128 1.145 1.038 | 1.039 1.016 1.017 | 1.012 1.018 1.020
SCB 1.360 1.162 1.104 1.061 1.049 1.039 1.040 1.014 1.023 1.027
Cumulative [ Age 1:Ult Age 2:Ult Age 3:Ult Age 4:Ult Age 5:Ult Age 6:Ult Age 7:Ult Age 8:Ult Age 9:Ult Age 10:Ult
Formulaic 2.190 1.599 1.387 1.261 1.185 1.133 1.090 1.055 1.040 1.020
AIG 2.057 1.515 1.343 1.173 1.129 1.087 1.069 1.051 1.039 1.020
SCB 2.237 1.645 1.415 1.282 1.208 1.151 1.108 1.066 1.051 1.027
Age 1:5 Age 5:Ult
1.822 1.129
SCB 1.853 1.208
Difference 1.7% 6.9%

Source: Highline Data, SNL, Bernstein Analysis

We see basically the same result looking at total company reporteditoEsdsbit 19. We see the same
thin tail problem for Ages 5-8, which clearly shows up in the graph in Ex20bitAnd once again, our
estimates are very consistent with the Formulaic method, despite tihieataour estimates are ground up
and using a different model.
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Exhibit 20
Comparison of Total All Lines Incremental Reported LDFs, Formulaic vs. AIG Implied vs. SBC Implied
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Source: Highline Data, SNL, Bernstein Analysis

In the next 4 exhibits, we do the same analysis for the General Lidibéit{Part H), which we identified
as the biggest source of AlG's potential deficiency.

Exhibit 21
AIG Paid Loss Development Factors (LDFs), General L iability (Sch. P Part H), with Comparison of Formul  aic, AIG
Implied, and SCB Implied LDFs

Year Age1l:2 Age2:3 Age34 Aged5 Ageb56 Age6:7 Age7:8 Age89 Age9:10 Age 10:Ult

1999 2.272 1.859 1.175 1.339 1.050 1.075 1.075 1.018 1.035

2000 2.585 1.184 1.300 1.167 1.006 1.060 1.181 1.016

2001 2.569 1.319 1.348 1.215 1.145 1.178 1.024

2002 1.548 1.682 1.532 1.180 1.060 1.215

2003 2.079 1.595 1.246 1.143 1.336

2004 1.591 1.438 1.424 1.382

2005 1.388 1.207 1.543

2006 1.709 1.833

2007 2.073
Incremental Agel2 Age2:3 Age3:4 Age45 Ageb56 Age6:7 Age7:8 Age89 Age9:10 Age 10:Ult
Formulaic 1.888 1.522 1.360 1.241 1.117 1.134 1.086 1.017 1.035
AlG 1.997 1.495 1.254 1152  1.020 1.019| 1.031 1.062 1.084
SCB 2.003 1.486 1.316 1.246 1.203 1.149 1.082 1.038 1.022 1.108
Cumulative | Age 1:Ult Age 2:Ult Age 3:Ult Age 4:Ult Age 5:Ult Age 6:Ult Age 7:Ult Age 8:Ult Age 9:Ult Age 10:Ult
Formulaic 7.607 4.029 2.646 1.946 1.568 1.404 1.238 1.141 1.122 1.084
AIG 6.430 3.220 2.154 1.780 1.419 1.233 1.209 1.186 1.151 1.084
SCB 8.573 4.281 2.881 2.188 1.756 1.460 1.270 1.174 1.132 1.108

| Age 1:5 Age 5:Ult

AIG 4.530 1.419
SCB 4.882 1.756
Difference 7.8% 23.7%

Source: Highline Data, SNL, Bernstein Analysis
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For Part H, the 3 patterns are not as similar, but the basic problems.rekifaistill seems to have a thin
tail problem for Ages 6-7, as well as for the Age 3:4 factor. This shows uglearyy in the graph in
Exhibit 22, where AIG's factors are much lower than either Formulaic orutsouB factors do appear
somewhat higher than the Formulaic, particularly at Age 5:6 and Age 8:9. Sagiridevel the criticism
that our method is too conservative. In fact, it is starting to be understoothtiséical methods like our
perform better than standard LDF models, and our historical back-teggipgrss this. But we do want to
highlight the point that our estimates are clearly the most coriservarsus either AlG's selected
ultimates or its empirical loss data.

Exhibit 22
Comparison of General Liability Incremental Paid LD  Fs, Formulaic vs. AIG Implied vs. SBC Implied
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Source: Highline Data, SNL, Bernstein Analysis

We see the same results when looking at the reported loss data for P&nthibits 23 and 24. If
anything, the differences are even bigger, with AlIG's implied fatioksng much smaller, and ours even
larger versus the Formulaic.
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Exhibit 23
AIG Reported Loss Development Factors (LDFs), Gener  al Liability (Sch. P Part H), with Comparison of Fo  rmulaic, AIG
Implied, and SCB Implied LDFs

Year Age1:2 Age2:3 Age34 Aged5 Ageb56 Age6:7 Age7:8 Age 89 Age 9:10 Age 10:Ult

1999 2.389 1.312 1.195 1.295 1.050 1.021 1.105 0.989 1.023

2000 2.058 1.009 1.332 1.158 0.942 1.019 1.201 1.006

2001 1.848 1.391 1.276 1.056 1.161 1.145 1.009

2002 1.598 1.475 1.233 1.148 1.039 1.163

2003 1.725 1.101 1.320 1.076 1.264

2004 1.004 1.537 1.281 1.252

2005 1471 1.152 1.414

2006 1.984 1.450

2007 2.220
Incremental Age 1:2 Age2:3 Age34 Age4d5 Ageb56 Age6:7 Age7:8 Age8:9 Age9:10 Age 10:Ult
Formulaic 1.772 1.303 1.291 1.168 1.089 1.087 1.098 0.996 1.023
AlG 2.081 1372 1174 1.159 | 1109  1.003 1.017| 1.038 1.044 1.055
SCB 2.026 1.343 1.356 1.170 1.102 1.082 1.162 1.064 1.059 0.994
Cumulative [ Age 1:Ult Age 2:Ult Age 3:Ult Age 4:Ult Age 5:Ult Age 6:Ult Age 7:Ult Age 8:Ult Age 9:Ult Age 10:Ult
Formulaic 4.863 2.744 2.106 1.631 1.396 1.282 1.179 1.075 1.079 1.055
AIG 5.021 2.413 1.759 1.498 1.293 1.165 1.162 1.143 1.101 1.055
SCB 6.695 3.304 2.460 1814 1.550 1.407 1.300 1.119 1.052 0.994

| Age1:5 Ages5:UIt
AIG 3.884 1.293
SCB 4.319 1.550
Difference 11.2% 19.9%

Source: Highline Data, SNL, Bernstein Analysis

Exhibit 24
Comparison of General Liability Incremental Reporte  d LDFs, Formulaic vs. AIG Implied vs. SBC Implied
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We have now completed 3 sets of rigorous tests designed to substaatragutts of ground-up statistical
analysis of AlIG's loss reserve adequacy. Yet we are still left withubstion ofvhy. Even after all of this
work, we are still astonished that the number is so large (which is why weontbese extra lengths). All
of our work has shown that the ups and downs of the pricing cycle tend to haveedimdgon all players.
So we did expect AIG's reserve adequacy to be worse than its peers (Wwathmasdtilt back at year-end
2006), but not outright deficient, let alone to this degree. It seemsdikething unusual must be going
on.

These results give some credence to long-held market views thaimy sas always been a more
aggressive competitor. Other companies and brokers have complained istfoutydars. There is even
some support to the idea that discipline was lost after former CEO "iekhberg left the company.
Certainly Greenberg has made this suggestion himself with respéet debacle in Financial Products, a
comment we have always taken rather skeptically. Nonetheless,taiatyerannot dismiss these
possibilities out of hand unless we have an alternative reason.

It turns out that a more solid analytical reason does present itéefre€ent deterioration in both price and
loss reserve adequacy may be a function of the fact that AIG's mmnsuisage has been cut nearly in half
since the late 1990s, from 43% cessions in 1999 to 22% in 2008. In Exhibits 25-28, we caitiisuat r
ceded to gross earned premium by accident year, for the 3 liability lsnbawe been testing, as well as in
total. In every case, AIG exhibits some level of decline in ceded preralative to gross. The
relationship is more volatile for Work Comp and Professional Liability, frdék-solid for General

Liability and for the company in total.

Exhibit 25 Exhibit 26
AlG Ceded/Gross Ratios, Workers' Comp (Sch. P Part D), AlG Ceded/Gross Ratios, General Liability (Sch. PP art
Accident Years 1999-2008 H), Accident Years 1999-2008
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Exhibit 27 Exhibit 28
AlG Ceded/Gross Ratios, Professional Liability (Sch . P AlG Ceded/Gross Ratios, Total All Lines (Sch. P
Part HC), Accident Years 1999-2008 Summary), Accident Years 1999-2008
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Source: Highline Data, SNL, Bernstein Analysis Source: Highline Data, SNL, Bernstein Analysis

This fact supports both the idea that AIG's underwriters never edjtessthe greater need for more "net
line" underwriting, as well as the possibility that AIG's resewilishave a "thicker" tail without so much
reinsurance usage. In the 1990s, AIG was a very skillful buyer of reinsusadceutinely had better
results net of reinsurance than gross. In such a situation, underwritegetesgd to writing business that
only works with large reinsurance support.

The lower reinsurance usage also makes it a reasonable question dkitméradevelopment tail implicit
in AIG's ultimates is appropriate. A reasonable criticism that AlGigorge else could level against our
analysis is that AlG's older business is not nearly as much likerient business. Therefore, the thicker
tail we see in the older years is not appropriate to use for current lsusifesare well aware of such
problems in our reserve work. But in the case of AlIG, the large reduction inrezine would tend to
thicken the tail, as more large losses get into the tail. Theoedagy way for external analysts like us to
estimate the impact of this, but given the actuarial training of Zoiddein's analysts, we are certainly
aware of these effects from the days when we worked in companies.

So these tests all seem to at least support the possibility thatré$8tse adequacy is material worse that it
is booking and versus its peers. There is still further work we can do uttine fo refine these estimates
and tests, but so far this is the most cross-checking and suppleméimghteshave ever done for a

reserve analysis. Despite the unexpected results, this analksis nsarather more confident that we are at
least directionally correct.
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Disclosure Appendix
Valuation Methodology

Our target prices are a weighted average of intrinsic value YB@fa 12-month forward multiple of
price/book, except for AIG. Our target price for AlG is a scenariofwetysummary of a Downside
scenario of $0 (60% weight; case where Government pulls support), a Basgosoe$25 (30% weight;
book value less reserve deficiency), and an Upside scenario of $43 (10% weiglet;tapsiset sales and
valuations, but now reflecting our reserve deficiency estimate). Tampsens for the rest of our
coverage are summarized in Exhibit 29, and AIG's assumptions are in EQQi3iPs

Exhibit 29
Valuation Assumptions

Diversified Personal lines Commercial lines
AIG HIG TRV ALL PGR CB CNA ACE

Current Price As Per 11/27/2009 $ 3330 $ 2372 $ 5165 $ 2827 $ 1661 $ 4954 $ 2291 $ 4818

Target Price 12.00 36.00 54.00 34.00 21.00 57.00 25.00 59.00
Upside (Downside) -64% 52% 5% 20% 26% 15% 9% 22%
Components Of Target Price:
Intrinsic Value $ 4095 $ 67.05 $ 4040 $ 2150 $ 64.45 $ 3190 $ 71.70
12-Month Multiple Value 33.73 49.68 31.29 20.26 54.27 22.88 54.38
Weight For Intrinsic Value 25% 25% 25% 25% 25% 25% 25%
Intrinsic Value: $ 4095 $ 67.05 $ 4040 $ 2150 $ 64.45 $ 3190 $ 71.70
Long-Term ROE 12% 13% 13% 25% 13% 9% 15%
Long-Term Growth 7% 7% 4% 8% 6% 6% 10%
Real Options/Intrinsic 2% 1% 5% 18% 2% 0% 6%
Intrinsic/Normal Earnings 10.9 14.7 11.6 15.9 15.3 17.8 11.6
Intrinsic/Embedded Book 11 11 1.2 2.3 11 0.9 12
Multiple Standard: P/B P/B P/B P/B P/B P/B P/B
Multiple Denominator In 12 Months: 37.47 52.30 34.76 9.65 49.34 38.13 60.42
Multiple Target: 0.90 0.95 0.90 2.10 1.10 0.60 0.90
Average 1.45 1.25 1.45 2.95 1.55 0.80 1.30
Std. Deviation 0.35 0.35 0.30 0.65 0.30 0.35 0.30
Current Multiple 0.68 1.01 0.88 2.04 1.09 0.65 0.86

Source: Company Reports, Bernstein Analysis
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Exhibit 30 Exhibit 31
AlIG Summary Valuation AlG Base Scenario Assumptions
Scenario | Per Share Weight Q2 Book Value: $58.0 bn
Downside | $ - 60% Q3 Net Income: $0.5 bn
Base $24.95 30% Q3 AOCI Change: $11.5 bn
Upside $ 43.34 10% Back Out Preferreds: ($44.8) bn
Total $ 11.82 100% Q3 Other Items: $2.7 bn
Tangible: $3.01 (Memo) Q3 Book Value: $27.9 bn
Common Share: $5.4 bn
Downside = No end value Per share: $40.00
Base = Year-end book value Intangibles:
Upside = Midpoint of range of Prepaid commitment fee: | $ 13.0 bn
asset sale/upside scenarios Goodwill and other: $ 5.8 bn
Est. reserve deficiency $ 7.0 bn
Q3 Tangible Book Value: $2.1 bn
Common Share: $0.4 bn
Per share: $3.01
Estimated Year-End**: $17.4 bn
20.1% Share: $3.4 bn
Per share: $24.95

Source: Company Reports, Bernstein Analysis

** Q4E $5bn charge on pre-paid
commitment fee and other losses,
no intangibles excluded, but reserve
deficiency estimate included.

Source: Company Reports, Bernstein Analysis

Exhibit 32

AIG Upside Scenario Assumptions

Upside Potential

Sources of Upside Description "Base" $bn Percent $bn
CDS Book Upside from Maiden Lane Il share $11.7 0% - 50% $ - - $ 59
Other Investments Upside from current marks in insurance cos. $40.0 0% - 50% $ - - $ 200
Estimated Reserve Deficiency ($7.0)  -50% - 50% $ (80 - $ 30
Operating Units, Non-Insurance  Franchise or sale value (price/book -1) $14.5 -67% - 10% ($9.7) - $1.5
ILFC 0.6-1.2x book $8.0 -40% - 20% $ (32 - $ 16
Capital Markets 0.0x book $1.5 -100% - -100% $ 15 - $ (1.5)
Consumer Finance 0.0-0.2x book $2.0 -100% - -80% $ 20 - $ (1.6)
Asset Management 0.0-2.0x book $3.0 -100% - 100% $ (3.00 - $ 3.0
Operating Units, Insurance Franchise or sale value (price/book -1) $92.0 -17% - 25% ($15.3) - $23.3
Non-Life Domestic 0.8-1.2x book $26.0 -20% - 20% $ 52 - $ 5.2
Non-Life Foreign 0.8-1.4x book $9.0 -20% - 40% $ 18) - $ 3.6
Life Domestic 0.8-1.2x book $26.0 -20% - 20% $ 5.2 - $ 52
Life Foreign 0.9-1.3x book $31.0 -10% - 30% $ (3.1 - $ 9.3
Grand Total All sources of upside from "base" book value [ $ 158.2 -18% - 34% $ (28.0) - $ 537
Plus Base Book Value Estimated 2009 Year-End $ 174 -61% - 408% $ (106) - $ 711
Per Share 135 million shares (post reverse split) $ (78.75) $527.94
Share to Common Holders Assumption of Government Support $ (15.20) $101.88
Midpoint Selected Upside Value $ 43.34
Estimated Standard Deviation (assuming min/max valuation ranges are 5/95% percentiles): ~ $ 42.00

Source: Company Reports, Bernstein Analysis
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Risks

There are numerous sources of potential uncertainty in any loss rasalysis. Also, we must always
assume that companies have better data than we do. Therefore, our andlyis cw@ccurate in many
different ways. In particular, AIG may not be as deficient as we estimaimay be deficient at all. In this
case, it would be more difficult for competitors to make headway on tryitaggg¢csome of AIG's market
share.

Conversely, if our company subgroup analysis happens to be too optimistic, thea defieiencies and
thus market hardening may occur faster than we currently expect. Sonamaesexecutives think current
reserve adequacy is already much worse than we think. Thus, our caatimesast commercial insurers
may be inappropriate, particularly with the stocks so uniformly cheap.

Finally, our view is that a large AIG reserve deficiency coupled artpel redundancies elsewhere will not
harden the market. But this is debatable, and in the short-term, investbtsakéga more relative positive
bet on AIG's nearest competitors. In particular, this could be much bettiee fstiocks of TRV, CB, CNA,
and ACE in the short run than we expect.
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