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Research Update:

XL Capital Ltd. And Subsidiaries Ratings
Affirmed; Outlook Remains Negative

Rationale

On Cct. 10, 2008, Standard & Poor's Ratings Services affirmed its 'A-'
counterparty credit rating on XL Capital Ltd. (NYSE XL) and its 'A+
counterparty credit and financial strength ratings on XL's core operating
i nsurance subsidiaries. The outlook on all of these conpanies renmains

negati ve.
The affirmation follows XL's recent announcenents of a $1.0 billion-%$1.2
billion decline in value of its investrment portfolio in the third quarter of

2008 and a $195 mllion-$270 mllion net loss in the third quarter because of
| osses related to Hurricanes | ke and Gustav.

Al t hough these devel opnents hurt third-quarter earnings, XL raised $2.875
billion though the issuance of new common shares and equity unit securities in
July 2008. The conpany earnarked a substantial proportion of the proceeds for
the closing of an agreement with Syncora Hol dings Ltd. (SCA) terninating
certain reinsurance and other obligations, which will result in a $1.4
billion-$1.5 billion third-quarter charge, but it retained the renai nder of
the net capital raise ($1.1 billion). The capital retention offset our
previ ously conmuni cated concern regardi ng the hei ghtened potential for
i nvest ment declines and inpairments. Pro forma Sept. 30, 2008, capita
adequacy is strong and incorporates both the market valuation of XL's
i nvestnment portfolio and expected Hurricane |ke and Gustav | osses that, though
material, were within our expectations.

The counterparty credit rating on XL reflects the conpany's strong gl oba
mar ket presence, strong interest and fixed-charge coverage, and diversified
earni ngs stream Sonmewhat of fsetting these strengths are a track record of
i nconsi stent earni ngs performance; material, though reduced, exposure to |arge
catastrophic | osses; susceptibility to further declines in the investnent
portfolio; and business-integration challenges borne fromthe relatively rapid
buil ding of a very strong and diversified global conpetitive position

Outlook

The negative outlook reflects the potential for further declines in the

i nvestment portfolio and our concerns about the adequacy of XL's enterprise

ri sk managenent (ERM). The nmaterial declines in the investnment portfolio and
the costs of resolving the situation with SCAis just the latest in a series
of material charges in connection with several issues over a nunber of years.
In addition, we believe XL's need to access the financial markets twice in the
past three years to address such issues has hurt the conpany's financial
flexibility. However, we believe that nanagenent is proactively addressing its
shortfalls in ERM practices, especially strategic and operational risk
managenent. Moreover, we believe there is adequate managenent, at |east with
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respect to its core insurance-rel ated risks.

We expect XL to produce a strong, steady earnings streamfromits ongoing
core operations at a level equal to that of sinmlarly rated peers, despite
soft market pressures. An accident-year and cal endar-year conbined ratio of
| ess than 100% and a pretax return on revenue (excluding realized gains or

| osses) of 15%will result fromcontinued pricing discipline and operating
per formance, absent an unusually severe catastrophe year. Furthernore,
financial |everage (debt plus preferreds including hybrids) will be no nore

than 40% of total capital when reflecting the February 2009 conversi on of $745
mllion of senior notes into equity, and fixed-charge coverage (excluding
noncash and unusual charges) will approach 5.5x in 2008 and 2009.

The rating al so assunmes that the objective of exploring strategic
opportunities related to the life reinsurance operations is to enhance
managenment focus in the core property and casualty businesses. If, in the next
two years, ERM continues to devel op and no negative surprises arise that
danpen consolidated results, we could revise the outl ook to stable. However,
if there is inadequate progress related to XL's ERM if nore unexpected
adverse events occur, or if the conpany does not neet our financial tolerance
| evel s, a downgrade would nost likely result.

Ratings List
Rati ngs Affirned

XL Capital Ltd.
X.L Amrerica Inc.
Nac Re Corp.
Counterparty Credit Rating
Local Currency A-/ Negati ve/ - -

Greenwi ch | nsurance Co.
XL Specialty Insurance Co.
XL Sel ect | nsurance Co.
XL Rei nsurance America |Inc.
XL Re Ltd.
XL Re Latin America Ltd.
XL Re Europe Ltd.
XL Life Insurance and Annuity Co.
XL I nsurance Switzerl and
XL I nsurance Co. of New York Inc.
XL I nsurance Anerica Inc.
XL I nsurance (Bernuda) Ltd.
XL Europe Ltd.
I ndi an Har bor | nsurance Co.
Counterparty Credit Rating
Local Currency A+/ Negative/ - -

G eenwi ch | nsurance Co.
XL Specialty Insurance Co.
XL Sel ect | nsurance Co.
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XL Rei nsurance Anerica Inc.
XL Re Ltd. - UK
XL Re Ltd.
XL Re Latin Anerica Ltd.
XL Re Europe Ltd.
XL Life Insurance and Annuity Co.
XL I nsurance Switzerl and
XL I nsurance Co. of New York Inc.
XL I nsurance Co. Ltd.
XL I nsurance Anerica Inc.
XL I nsurance (Bernuda) Ltd.
XL Europe Ltd.
I ndi an Har bor | nsurance Co.
Fi nanci al Strength Rating
Local Currency A+/ Negati ve/ - -

XL I nsurance (Bernuda) Ltd.
Fi nanci al Enhancerment Rati ng
Local Currency At --1--

XL Insurance Co. Ltd.
Counterparty Credit Rating
Local Currency A+/ Negati ve/ - -

XL Capital Ltd.

Seni or Unsecured (4 issues) A-
Juni or Subordinated (1 issue) BBB
Preferred Stock (3 issues) BBB

Mangrove Bay Pass- Through Trust
Preference Stock (1 issue) BBB

Prem um Asset Trust Certificates 2004-9
Seni or Secured (1 issue) A+

St oneheath Re
Preferred Stock (1 issue) BBB

XL Capital Finance (Europe) plc
Seni or Unsecured (1 issue) A-

XLLI AC d obal Fundi ng
Seni or Secured (2 issues) A+

Conplete ratings information is available to subscribers of RatingsDirect, the
real -ti ne Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at wwv.ratingsdirect.com Al ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com sel ect your preferred country or region, then
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Ratings in the |l eft navigation bar, followed by Credit Ratings Search.

www.standardandpoors.com/ratingsdirect S

Standard & Poor's. All rights reserved. No reprint or dissemination without S&P's permission. See Terms of Use/Disclaimer on the last page.



Copyright © 2008 Standard & Poor's, a division of The McGraw-Hill Companies, Inc. (S&P). S&P and/or its third party licensors have exclusive proprietary rights in the data or
information provided herein. This data/information may only be used internally for business purposes and shall not be used for any unlawful or unauthorized purposes.
Dissemination, distribution or reproduction of this data/information in any form is strictly prohibited except with the prior written permission of S&P. Because of the
possibility of human or mechanical error by S&P, its affiliates or its third party licensors, S&P, its affiliates and its third party licensors do not guarantee the accuracy,
adequacy, completeness or availability of any information and is not responsible for any errors or omissions or for the results obtained from the use of such information. S&P
GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE
OR USE. In no event shall S&P, its affiliates and its third party licensors be liable for any direct, indirect, special or consequential damages in connection with subscriber's or
others use of the data/information contained herein. Access to the data or information contained herein is subject to termination in the event any agreement with a third-
party of information or software is terminated.

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities designed to preserve the independence and objectivity
of ratings opinions. The credit ratings and observations contained herein are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or
sell any securities or make any other investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or other opinion
contained herein in making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard & Poor's may have
information that is not available to Ratings Services. Standard & Poor's has established policies and procedures to maintain the confidentiality of non-public information
received during the ratings process.

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such securities or third parties participating in marketing
the securities. While Standard & Poor's reserves the right to disseminate the rating, it receives no payment for doing so, except for subscriptions to its publications.
Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they have been assigned. No sharing of

passwords/user IDs and no simultaneous access via the same password/user ID is permitted. To reprint, translate, or use the data or information other than as provided
herein, contact Client Services, 55 Water Street, New York, NY 10041; (1)212.438.9823 or by e-mail to: research_request@standardandpoors.com.

Copyright © 1994-2008 Standard & Poor's, a division of The McGraw-Hill Companies. Al Rights Reserved. The McGraw-Hill Companies

Standard & Poor’s RatingsDirect | October 10, 2008 6



	Research:
	Rationale
	Outlook
	Ratings List


