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Minutes of maating at AIGFP, Wilton

*Mesting held on 10.11.07

AIGFP
Jc Joe Cassano CEO, AIGFP
AF Andy Forster EVP, AIGFP, Head of Asset Dask
PM  Plems Micottis Chlef Risk Officer
WK Willlam Kolbert coo
DC Diane Cencl CFO
MB Mark Balfan Formar CEO, FAS t57 coordinalor

AlG
EH Elias Habayeb CFO, AIG FS Division
AV Anthony Valoroso Hoad of Office of Accounting Policy, AIG
KL Ken Lau Office of Accounting Policy
JB8  Jamie Bolion AlG Markst Risk Management
KM  Kevin McGinn Head of Cred! Risk Management (by phona}
PN PaulNsrayanan AlG CredIt Risk Management

PwC .

Auditor 3 (A3} Engagoment Leader, AIG FP & FS Dlvision

Auditor 5 (AS) Senior Meanager, AlG FP & FS Division

Mattaers discussed:

Purposae of the ting was 1o di the approach to be applied to address the valuation of

{he super sanlor Iransaclions.

Overview for meeling :

JC Conslder the BET a gut check - have not fully valldated the model al this stage, bul
have now run on approximatsly 40% of the portfolio

EH  Confirm everyons Is.comiontable llie B&C porifolios are fundamentally different and
should be held at zero value, and that the focus is on the A, D&E portfollos.
Key lo use thls Information as reference points, recognising the timilations In the
model and valideting ths assumptions,

AV Agree focus should be on A, D&E

(a3) Process and rallonale applied, and the documentation thereof Is key to provide a

basls for FP's valuation

Update on approach and market - JC

Should nole that across the AIGFP buslness whars we rely on models the approach is
always 1o bulld two independent models as a validation of the mode! - not yet compleled
for this book

As far as the business is concemed, believe AIGFP’s portfolio and consiruction is
different from that of others on the streel. Believe the fact the businass is slill here Is
evidence of the peculiarily of the business

Super Senior In the wider markels means a range of things {o different people

Goal from the early days has been to focus on diverslly, fundamenial analysis, evaluation
of the Individual credits and the underlying count of refersnce obligalions

Different business from the investment banks and dealers who are in the werehouse and
residual tranchs space. Recent results by the banks reference super senlor, bul AIGFP

- stopped writing businass wilh thal counterparty (UBS) In 2005 dus to different views on

the le!el the rades should be done al. AIGFP visw may be being borne out.
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* Ambac also consldered a different business, for example balleve lhey may have a CDO? \
Irade of 06 / 07 vintage with single A rated underyars - not a business AIGFP would be in

* Firmly beliave AIGFP has a fundamentally ditferenl business

BET model updale - JC
Impact of accruals across books DSE Is approximalely $22.5mn for the 3 monihs

¢ Nole that BET mode! needs a number of estimates

» Consider a number of faclors thal are and ara not In the mode! e.g. weighted average life
{"WAL"), accruals, risk miligants, i

* Risk mitigants are very powerful on a qualitative basls bul haven' besn able to mods! !
these Into the BET as yel so don't know how 1o quentify it. Impact of lems such as
walerfall changes, cash flow redirection, OC build,

s AIGFP doesn'i do genetlc trades, deliberately struclured to ba risk pratected

= June valuations - consider this to ba a relatively stable merket enviranmenl, valus may be
a falr represenlation of the unamortized EITF 02-3 value i

«  Seplember - change due to P&L changes. Shows not a malerial changs or diminution In :

value. :
+ Nole ihe limiiallons of BET model, and the amount of work neaded by New Producls 5

Group ("NPG*"} o build a validaled model - this ta the of time spent by

AIGFP and PwC in validating the ravised markat valuation adjustmants (“MVA") app

« Nole also that Ihe market has bsan very dark over the last faw monthg, lo the level thai
repos broke down, one of the fundamentals of the market. Don't believe there Is 8 value
change, but If Inere is one il is small

BET model - PM .

¢ Balleve lhe Gorton model is still the best mode! for underwriting the business p

*  Wanled a differenl visw, Peter [Robingon) suggesied the BET model, a “simple” model
with market basad Inpuls

* Model needs spreads (inferred off the underlying collateral), diversity scores, recovery |
rates - all of these then drive the expeciation of losses, and the incame stream derived off
the open notlonal

* Qives you an alternative model wilh some sense of market factors

» Simple model at this stage - can'l faclor In credit miliganis. Given time constrainls,
nesded a short cut - wkh longer lead time, wil| bulld these in,

v Curreni version Is a very long way from a produiciion model

»  AV: Gorton seys zero velus, BET says something else? Yes - but Gorton Is no! a pricing
gm;_dqll; simply dotermines where you need lo allach lo ba Super Senior under AIGFP

efinition

*  Analogy - FX Is run at the money, bul skeiw Is dealt wilh in a local vol model oulgide the
syslem, Use the BET as a check to flag llams

» Danger in relying on the mode! uniil fully validated is that there bacomes a tendency to
over-rely on lI, e.g. for hedges, and don't believa It is robus! enough for hal

BET inpuls - AF

r  Needed spreads for the BET modal - initially sought to go o dealers lo get daia polnis,
Howaver, ranges were huge, and no-one was really giving spreads, only prices. Also
unable lo get good views on WAL, and spread is dependent an WAL

» Have some pricas on cash assels, and see prices on same reference portfolios under
lower iranches well below the super senios, Impacting on some of the prices In the asset
book

¢ Reallstically can't ga! Inpuls on the whole portfolio - considering June and Seplember was
able to get about 3 yards of 150 [yards=$1bn of notional)
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* PN raised question on CDX and whether can use this to validate the pricing on off the
BET mode! - discusslon noled thal this was the minor issue since making minor
modifications to a well established model, chalienge is more around inpuls

« WAL Is 8 key input and nol readily observable

s Note also conlinue to run the Gorton model, and all exisling deals remain Supsr Senior
as defined by AIGFP. Conlinue !o also siress lhe Gorton resulls e.g. pre-emplively
downgrede certaln credits.

Qualilstive factors - JC

* Noed lo consider the miligants that have nol been built Into the model and can't quantify
al this Ume

» Need to adjust for the Impact of accruals (l.e. In the absence of changes In the value ol
the prolection lag, the NPV ol the premlum decreases over time). Change in BET values
from June to September |s $90mn decrease net of accruals

* JPMC dala is based on generic current assets, not vinlage deflned, Ran values using
raw data end then adjusied lo reflect vintage - simple assumption Is use 80% of the
spreads for 2005 and earller vintages

* Also triad to scale basad on mformation from ABX indices. Earllest index Is the ABX 08-1
which is predominantly late 2005 and sarly 2006 collateral, latest Is ABX 07-2 which is
taken as a proxy to he curreni Information. Ratlo of ABX 06-1 o ABX 07-2 is compared
by assel class and appliad 1o the generic dala for Ihal coflaleral class for the collateral In
the AIGFP portfollo of 2005 and eariier vinlages, The unadjusied data is used for tha
2008 and 2007 vintage collateral

¢ Had previously sought to get asset spacific prices for the underlying collateral, and had
been able to for some fpr Juna, but the marke! continued to dry up and would have
required more management judgement In applying the dala. The use of the JPMC dsta
provides an abjective data paint and provides consistencles rather than being subject 1o
vagaﬂqs of diffarent brokers

= Cantinue to use cash prices and Infer spreads off those, which should imply a degrae of
conservatism as tha cash prices are also affected by liquidity mnsldamllons.

Meeling broke, JB and PN spoke with Peler Robinson and James Bn'dawalcf (NPG) via
HALO conference fo discuss the model. AlG personnel dlop an appro
to be booked, and presented their conclusion toPwC and AIGFP pmonnal

Conclusion - EH & AV

« 2 kay dala poinis 1o consider - Gorton and BET modsis

* Recognise Garton model Is nol a pricing modal, howavar conlinues to show never expecl
a loss in severe scenarios

= BET model as adapted for spread and pricing Informalion provides anather dala polnt
showing $90mn decrease In fair value for the D&E portiolios.

* Nots A portfolio shows no MTM losses, and B&C (regulatory) portfollos are fundamentally
dlfferent and should continue lo be held at falr valus.

* Conservallve assumptions In the BET modal, Including use of cesh spreads and the fact

. thal structural proteclions have nol been bullt in yet, but nor have they been quanilfied

» Based on the above Information, management's bast estimata Is thal the falr value Is
somawhare In the range of $0-$90mn, and as an objective approach, shouid book the
midpolint of the range (i.e. charge of $45mn) as a best eslimate of the Day 2 change In
{alr value.

* AIGFP and PwC personnel concured as reasonable, and AIGFP noted would conlinue lo
work on validaling and refining the model and inputs.

*  All agresd to revert Internally 1o confirm views, including EH and JC meeting with Steve-
Bensinger the next morning
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