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Questions And Answers

This section provides answers to some frequently asked questions.

Which companies does Standard & Poor's evaluate with the exposure-based property catastrophe
criteria?
All reinsurance companies writing property exposures are required to complete the survey.

Is a similar exposure-based charge applied to primary insurance companies?
Not yet, but Standard & Poor's expects to develop catastrophe criteria for primary insurance companies.

When will Standard & Poor's begin applying these new criteria to reinsurers?

Standard & Poor's has already received data with these updated criteria and analyzed capital adequacy under this
new approach for many reinsurers. In 2005, this catastrophe survey will be collected from all reinsurance companies
writing property exposures, and beginning in 2006, the criteria will affect published capital adequacy ratios and,
ultimately, rating expectations.

Does Standard & Poor's tax-adjust the capital charge associated with property catastrophe risks?

No, Standard & Poor's will not tax-adjust the (C5) property catastrophe exposure-based capital charge. Standard &
Poor's does not tax-adjust losses from other lines of business, and even though this exposure-based charge is often
the largest charge within a company's risk-based capital model, the charge is applied directly with no tax
adjustments.

Does Standard & Poor's adjust the (C3) premium (underwriting risk) charge within its risk-based capital
model for companies that are charged a (C5) property catastrophe specific exposure-based charge?

Yes, the (C3) premium risk charge is adjusted. The property catastrophe criteria charges each company for its
specific amount of property catastrophe exposure. Standard & Poor's does not believe that catastrophe premiums
provide a consistent indication of exposure and risk. For the property catastrophe line of business, exposure is a
more accurate measure of risk. Therefore, Standard & Poor's charges an exposure-based charge for (C5) and
removes the directly corresponding (C3) net premium written charge specifically associated with these exposures,
thus removing any double count.

Does Standard & Poor's adjust the (C4) reserve charge within its risk-based capital model for companies
that are charged based on their property catastrophe exposure (C5)?

No, the (C4) reserve charge within the risk-based capital model is not adjusted for companies that are specifically
charged for their property catastrophe exposure. According to GAAP accounting standards, a company can't
establish a reserve until a catastrophe event occurs. Therefore, the reserve that is established on a company's
financial statements relates to historical events. The (C5) property catastrophe charge that Standard & Poor's
applies is a charge for prospective catastrophes and does not take into account the amount of reserves a company
has already established. Since the reserve is for historical events and the property catastrophe charge is for future
events, there is not a double count.

Is the reinsurance recoverables (C2) charge adjusted?

From a quantitative standpoint, no, but Standard & Poor’s will take into account companies that use a significant
amount of retrocessional protection, as some of the extreme events at the 1-in-250-year level could create an issue of
collectibility, even for short-tail property risks.
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How often does Standard & Poor's survey property catastrophe reinsurers?
As part of its rating analysis, Standard & Poor's collects exposure, premium, and other company-specific data
semiannually, as of the Jan. 1 and July 1 renewal periods from reinsurers.
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