' Notes of a meeting to dlscuss Super Senior vaivations and collateral
disputes 11/29/07 at 8.30 am.

Atlendees: M Sullivan; S Bensinger; M Roemer: Bob Lewis; Staisha- Kelly; E

Habayeb; Bill Dooley; D Herzog; K Shannon. By Phone J Casssano; A Foster; .

P Miccolis all of AIG. T Ryan; B-Sullivan; R Daubeney of PwC

TR explained that the purpose of the meeung was to discuss the impact of the
collatera) and understand their intefactions with the AIGFP SS valuatmn

A spreadsheet was handed out summarizing the latest posmon with Goldmah .

Sachs (GS)

JC - The current market segment.is in chaos and there is a major dislocation.
This are not exchange traded hence no values thal way. Also he said that
they was no formal dispute with-anybody but GS they were still in'discussions
with other counterparties over their valuations. .

]
MS confirmed there were dusagreemems and not d'ssputes with other
counlerpames .

JC noted the GS issues are around the data - where can you get
-representative marks. As the market js so dislocated and in a state of panic it
was very difficult to get marks for the underlying collateral. FP had 22,000
separate bonds that needed valuing. -GS had priced inlemally {generically

. priced and rolled back vie a model to arrive at a price.) FP did not have the
data o dispute GS' value and hence reached a stendstill agreement - it was
agreed to disagree however FP placed $1.95bn in cash with GS and FP will .
come back to GS with their view of value

- Currently getting market pnces for ever oollateraT item from Ihe CcDO .
managers. Eg for Dunhill managed by Vanderbilt - prices are oblained from

. the rustees of the underlying bond. (Latter get market price).

PM they went to the legal confirms lo get the data - hence the prices are for

.cash items not CDS (ie MV of reference obligations). Need to reflect that

there is some difference bstween bond and CDS prices due to cost of cash.
When markets are stressed the differences generally increases. Do not have .
ABS evidence, but logk at the. auto sector could get a 150-200bp differences.

JC need to-model underlying obligors ang assess the impact. One of the key
inputs is to Jook for prices and hence assumptions for spreads. Need lo
quantify CDS spread 1o the cash and couid be as much as 10% but this s -
Subject to review/change. Theoretically you could lock in a gain by hedging

" the position by purchasing the cash securily at the lower price than the CDS,

BS noted that we are seeing cohvergence in the market 16 underiake a
detailed and granular analysis of what is happening and using this for the
valuation, of ihe positions.
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-JC FP aré "going t6 ground” rebullding everything to come up with a value for
the SS but an Issue is around the integrity of the inputs - for example the head
of CDO trading at JPMC said !hey didnotdoa smgle lrade in this month
(Nuvember)

TR pomled out this was a major managenient judgment and will be based

- upon ali the securities and the ability fo gel and calibrate market data. Clearly
the collalera! calls were a major data point in this process and their impact on
the FP valuation will need 1o be fully understood. -

i JC Collateral calls are part of busingss. There are standard terms of lSDA
CSA. Valuing SS is much harder than a 2yr IRS hence the dialogue about
“where the valualion is - working with counterparls to resolve - JC does not
see this as a material issue with GS or any of the olher counterparis.

JC noted if we agreed to GS vaiues could be an impact of $5bn for the
quarter.

MS no!ed this would eliminate 'lhe quarter's profits, SB aéreed. JC noted this
was not what he was proposing but illustrative of‘a worse case scenario.

SB what are we going to say aboul additional write down? JC could be
another $2.5bn - ie value of $3.5bri and $1bn already disclosed but this is
! before any struclural or basis benefits have been faclored in and the number
. is stilt subject to review so too early lo say. (10/7 $500m: 11/6 $1bn: 1217
$1bn) pure high level estimate.

TR re-ilerated the need to ensure the impact of the collateral dispute and
disagreements be factored into FP’s valuation-and that manegement should
ensure they did all in the powers lo gain as much markel information as
possible about how there counterparis were undertaking their valuatioris..

The meeﬁng ended.

Aﬂer the meeting there was a separate meetmg between SB MS and MR
. of AIG and TR, BS and HD of PwC, . . :

TR explained that as a result of a number of issues that PwC had identified
over the last 6 months he wanted to raise a concem that he had around the
roles dnd responsibilities over risk management. He wanted management to,
be aware of his concems as soon as they had arisen as he wanted to ensure”
there were no surprises' late in the processes. .

Speciﬁmlly the following issues have arisen:

The late adjustment by FP lo their SS valuation in Q3 as well as the posting of
the $2bn of collaleral without an active involvement of ERM and sénior
managemenl. Also the way in which AIGFP have been "managing” the SS
) valualion process - saying PwC will not get any more mformahon unti} after -
. . the investor day presentation, . . ’
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Secondly the issues in AlG Investment around the securities lending and the

fact that if the exposure had been known prior to the g2 10Q being issued itis -

highly likely that the dlsc)osures would have been changed.

Thirdly the Independence of the UGC risk and finance functions and lhe 51 bn
ervor identified in their exposure di sc!osures inthe analyst presentataons

Fourthly the fact that a trader in Nan Shan entered imo a $1 bniradeina
single company on one day. . .

Finally the fact the FP and AGF in lale 2005 were. reducmg their exposure 1o.
sub prime while AIG Investment and UGC were increasing theirs - seemed to

" show a lack of cross AIG.eva!uation of risk' exposure to a sector.

While clearly no conclusions had been reached and TR wanted MS and SB to
be aware that we believe that these tems togather raised control concerns

. around risk mahagement which could'be a malerial weaknesses,

SB chd not agree that these were necessariiy 404 ;ssues and also dnsputed a
material weakness. .

- TR reiterated PWC were in the early stages of their analysis and was raising

the issue In the spirit of transparéncy and no surprises. Clearly we would
need to discuss the issue in more delall but wanted management to be aware
of our concerns. .

MS was surprised but appreciate the early raising of the issue - he fell there
had been much progress and felt FP and AGF had done a good,job. ~
However he was keen to avoid an MW and committed io do whalever had to
be done to do that. He wanted TR to work with his team to fuNy understand

" theIssue and implement whatever compensaling controis were needed to,

avoid an MW

TR committed to doing that and acknowledge these were initially lhoughts but

- felt he had a responsibility to management to share them so there were no

surprise; . )
As a final point he also highlighted what a signiﬁca’nl judgment the SS

valuation is going to be and FP and AIG need lo get as much corroborating
Informatlon as possnble including ffom the collateral counterparties:

HJ Dauheney
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