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ITEM 1A, RISK FACTORS
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Risks Related to the Company

Our business, results of operations and financial condition could be materially adversely affected by
losses related to Hurricanes Katrina, Rita and Wilma,

We have substantial exposure to losses resulting from natural disasters, including hurricanes.
During the third and fourth quarters of 2005, Hurricanes Katrina, Rita and Wilma caused significant
destruction in the Gulf Coast region of the United States. For the vear ended December 31, 2005,
our estimate of net losses and loss expenses from these hurricanes was $1,091.1 million. This estimate
was derived from our insurance and reinsurance segments and was derived from a combination of the
output of industry models, market share analyses, a review of in-force contracts and preliminary loss
information from our clients, brokers and loss adjustors. If our actual losses from these hurricanes

_are malerially greater than our estimated losses, our business, results of operations and financial
condition could be materially adversely affected. '

Credit agency ratings of our insurance companies and our securitics have become an
increasingly important factor in maintaining the competitive position of our insurance and
reinsurance companies and are also important in establishing the market value of our securities. Our
ratings are subject to periodic review by, and may be revised downward or revoked at the sole
discretion of, the rating agencies. If our losses from Hurricanes Katrina, Rita or Wilma exceed our
estimates, or if additional large loss events occur, our ratings could be revised downward or revoked,
which could result in a substantial loss of business and a reduction in the market value of our
securities. See “—Our operating subsidiaries are rated by rating agencies and a decline in these
ratings could affect our standing among brokers and customers and cause our premiums and earnings
to decrease.”

We purchase reinsurance for our insurance and reinsurance operations in order to mitigate the
volatility of losses upon our financial results. The occurrence of additional large loss events could

SINGY reduce the reinsurance coverage that is available to us and could weaken the financial condition of
h ns our reinsurers, which could have a material adverse effect on our results of operations. See “—If we
c choose to purchase reinsurance, we may be unable to do so, and if we successfully purchase
(1) ;( reinsurance, we may be unable to collect.”
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\\\ P ve Our future performance is difficult to predict becanse we have a limited operating history.
e

N 7 Wf,e_’hggan our business in November 2001 and have a limited operating and financial history. As

f@f} ’ uﬂ{' J * aresultThere is limited historical financial and operating information available to help you evaluate
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our performance. Because we are in the early stages of development, we face substantial business and
financial risks and may suffer significant losses. We must continue to develop and maintain business
relationships, operating procedures, management information and other systems and complete other
tasks necessary to conduct our intended business activities. It is possible that we will not be successful
in implementing our business strategy or accomplishing these necessary tasks.
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Our results of operations and financial condition counld be adversely affected by the occurrence of
natural and man-made disasters.

We have substantial exposure to unexpected losses resulting from natural disasters, man-made
catastrophes and other catastrophic events. Catastrophes can be caused by various events, including
hurricanes, earthquakes, hailstorms, explosions, severe winter weather, fires, war, acts of terrorism,
political imstability and other natural or man-made disasters. In addition, we have written and intend
io continue to write policies explicitly covering war, acts of terrorism and political risk. The incidence
and severity of catastrophes are inherently unpredictable and our losses from catastrophes could be
substantial. The occurrence of claims from catastrophic events is likely to result in substantial
volatility in our results of operations or financial condition for any fiscal quarter or year. This
volatility is compounded by accounting regulations that do not permit reinsurers to reserve for
catastrophic events until they occur. Although we attempt to manage our exposure to such events, a
single catastrophic event could affect multiple geographic zones or the frequency or severity of
catastrophic events could exceed our estimates. In addition, increases in the values and
concentrations of insured property and demand surge caused by the frequency of events may
generate more volatility in the level of losses from catastrophic events. As a result, the occurrence of
one or more catastrophic events could have a material adverse effect on our results of operations or
financial condition and our ability to write new business.

If actual claims exceed our loss reserves, our financial results could be adversely affected.

Our results of operations and financial condition depend upon our ability to accurately assess
the potential losses associated with the risks that we insure and reinsure. We establish loss reserves to
cover our estimated liability for the payment of all losses and loss expenses incurred with respect to
premiums earned on the policies that we write. Our operating history is limited and our loss history is
insufficient to allow us currently to extrapolate reserves directly for most of our lines of business.
Instead, our current loss reserves are primarily based on estimates involving actuarial and statistical
projections of our expectations of the ultimate settlement and administration costs of claims
mncurred. We utilize actuarial models and historical insurance industry loss development patterns to
establish appropriate loss reserves, as well as estimates of future trends in claims severity, frequency
and other factors. Establishing an appropriate level of loss reserves is an inherently uncertain
process. Accordingly, actual losses and loss expenses paid will deviate, perhaps substantially, from the
reserve estimates reflected in our consolidated financial statements. If our loss reserves are
determined to be inadequate, we will be required to increase loss reserves at the time of such
determination and our net income will be reduced. If our net income is insufficient to absorb a
required increase in our loss reserves, we would incur an operating loss and could incur a reduction
of our capital.

The failure of any of the loss limitation methods we employ could have a material adverse effect on
our results of operations or financial condition.

We seek to mitigate our loss exposure by writing a number of our insurance and reinsurance
contracts on an excess of loss basis. Excess of loss insurance and reinsurance indemnifies the insured
against losses in excess of a specified amount. In addition, we limit the program size for each client
on our insurance business and purchase reinsurance for many of our lines of business. In the case of
proportional reinsurance treaties, we seek per occurrence limitations or loss and loss expense ratio
caps to limit the impact of losses from any one event. In proportional reinsurance, the reinsurer
shares a proportional part of the premiums and losses of the reinsured. We cannot be sure that any of

31




