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Research Update:

XL Capital Ltd. And Subsidiaries Ratings
Lowered One Notch; Outlook Negative

Rationale

On Dec. 15, 2008, Standard & Poor's Ratings Services lowered its counterparty
credit and financial strength ratings on XL Capital Ltd.'s (NYSE: XL) core
operating conpanies to 'A from'A+ . At the sanme tinme, Standard & Poor's
lowered its counterparty credit rating on XL to "BBB+ from'A-'. The outl ook
on all these conpanies is negative.

These rating actions reflect our belief that XL's prospective conpetitive
position and resulting underwiting performance have di m ni shed because of
percei ved franchi se issues stenmming froma string of material earnings and
capital charges over the past several years. Al though XL renedi ed nany of
t hese issues this past sumrer, the naterial deterioration in the unrealized
position of XL's investnent portfolio in the third quarter has again pressured
XL's market presence. Accordingly, the rating action incorporates our belief
that renewal activity will be nopdestly bel ow historical nornms, with a nore
substantive reduction in new business opportunities. This would hanper
prospective underwiting perfornmance, which, though strong, is inconsistent
with what we typically expect for the prior rating. Notw thstanding XL's
strong liquidity position, its financial flexibility, in our opinion, is a
weakness to the rating.

Al t hough we are confortable with XL's investnent-inpairnent process and
believe that XL's strong liquidity position ($7.2 billion in cash and
short-terminvestnents as of Sept. 30, 2008) supports the intent to hold these
securities to recovery, further deterioration in econom c conditions (as
experienced so far the fourth quarter) will result in additional unrealized
| osses and economi c inpairnents. Al though XL continues to actively reduce the
volatility of its portfolio, the rating action reflects our belief that
realized losses will largely offset operating incone through 2009.

XL's capitalization is strong and reflects our confort in XL's detailed
and conprehensi ve i nvestnent-inpairnent process, supplenmented by the
application of Standard & Poor's derived default factors by rating | evel and
vintage for certain classes of structured assets. Accordingly, the assessnent
is strong despite a quantitative cal culation that was nodestly bel ow what is
expected for the rating | evel when incorporating projected unrealized | osses
as of Nov. 30, 2008. W believe that capital adequacy will remain strong for
the foreseeable future

XL's managenent team has undertaken several initiatives structured to
sinplify and refocus XL's operations on its strongly performng
property/casualty insurance and reinsurance operations while materially
reduci ng noncore risks, including investnents and financial |ines exposure.
These initiatives--in conbination with an enhanced focus on enterprise risk
managenent (ERM), which we view as adequate--nmarkedly reduce the potential for
unexpected material charges outside of the investnent portfolio.
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Outlook

We expect that XL's continued enhancenent of its ERM especially strategic and
operational risk, will materially reduce the potential for unexpected |osses.
Al t hough additional realized |osses in the investrment portfolio are likely
because of continued econonic uncertainty, these |osses will be offset by
continued strong underwiting performance as neasured by an accident-year and
cal endar -year conbined ratios of |ess 100% and a return on revenue (excl uding
realized investnent | osses) approaching 15% Financial |everage (debt plus
preferreds, including hybrids) will be no nore than 40% of total capital when
reflecting the February 2009 conversion of $745 nillion of senior notes into
equity, and fixed-charge coverage will exceed 4.5x in 2009.

If, in the next two years, ERM continues to devel op, additiona
i nvestment | osses fail to materialize, and no negative surprises arise that
danpen consolidated results, we could revise the outl ook to stable. However,
i f nmore unexpected adverse events occur (such as unexpected additiona
realized investnent |osses, large underwiting | osses, or |arge operationa
related risk), if the conpany does not neet our financial tolerance levels, or
if there is inadequate progress related to XL's ERM anot her downgrade woul d
nost likely result.

Ratings List

Downgr aded
To From
XL Capital Ltd.
X.L Anerica Inc.
Nac Re Corp.
Counterparty Credit Rating
Local Currency BBB+/ Negati ve/ - - A-/ Negative/ - -

Greenwi ch I nsurance Co.
XL Specialty Insurance Co.
XL Sel ect Insurance Co.
XL Rei nsurance America |nc.
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 | nsurance Anerica |nc.
XL I nsurance (Bernuda) Ltd.
XL Europe Ltd.
I ndi an Har bor | nsurance Co.
Counterparty Credit Rating
Local Currency Al Negat i ve/ - - A+/ Negati ve/ - -

Greenwi ch | nsurance Co.
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XL Specialty Insurance Co.
XL Sel ect Insurance Co.
XL Rei nsurance Anmerica Inc.
XL Re Ltd. - U K
XL Re Ltd.
XL Re Latin Anmerica 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 Al Negat i ve/ - - A+/ Negati ve/ - -

XL I nsurance (Bernuda) Ltd.
Fi nanci al Enhancenment Rati ng
Local Currency A--]-- At --/--

XL Capital Ltd.

Seni or Unsecured (4 issues) BBB+ A-

Juni or Subordi nated (1 issue) BBB- BBB
Preferred Stock (3 issues) BBB- BBB
Preference Stock (1 issue) BBB- BBB

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

St oneheath Re
Preferred Stock (1 issue) BBB- BBB

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

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

Downgr aded; Ratings Affirmed

To From

XL Insurance Co. Ltd.

Counterparty Credit Rating

Local Currency A/ Negative/ NR A+/ Negati ve/ NR

Rati ngs Affirned
Vi t odur um Rei nsurance Co.

Counterparty Credit Rating
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Local Currency BBB+/ St abl e/ - -
Fi nanci al Strength Rating
Local Currency BBB+/ St abl e/ - -

XL London Market - Syndicate 1209
LI oyds Syndi cate Assessnent
Local Currency NA

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 ww.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
Ratings in the left navigation bar, followed by Credit Ratings Search.
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