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An interview with Rob Jones and Peter
McClean, Standard & Poor’s Managing
Director of financial service ratings Europe
and Associate Director with responsibility
for the Spanish market, respectively

«Companies are rebuilding their capital
bases»

It is not so long ago
that Standard & Poor’s,
one of the world’s great

names in credit rating,
discovered its vocation
for the financial sector.
Founded in the US by
Henry Varmun Poor in
1860, initially it
concentrated on the
rating of securities used
for financing the
construction of the
country’s railway
networR, including the
line which would join the
Atlantic with the Pacific.
It has been only since the
1970s that it began to
enter definitively into the
financial world, some
time after its merger with
Standard & Statistics in
1941, a merger which
created the company as

we Rnow it in its present
form. Its presence in Rob Jones is an accounts auditor and professional insurance auditor.
P . As team leader of Standard & Poor’s credit solvency analysts for insurance
Europe, within the field of

companies in Europe, he joined the firm in March 1995. Previously

insurance, became he worked as Senior Manager’ of Ernst & Young. In Standard & Poor’s, Rob
especially pronounced in Jones has spent six years covering a wide range of activities related to the
the 1980s after its needs of the clients, in non-life, life and reinsurance. In this period he has
.. A been especially involved in relations with large clients such as Zurich
acquisition of the British Financial Services and the Swiss Re groups. Likewise, he managed the team
firm ISI (Insurance that carried out the first rating analysis undertaken of the Lloyd’s of
Solvency International), London insurance market in 1997. He has also been involved with
. the development of the analytical criteria for insurance companies that
which would serve as a Standard & Poor's is evolving, including the capital adequacy model,
platform for the services as well as promoting the internal and external development of training
which it currently renders courses and seminars.

Rob Jones specialised in insurance over more than 14 years with
Ernst & Young in London and New York. His background is in auditing and
consultancy services for insurance companies and he was involved with
companies providing technical insurance support and training activities.

within the sector.




Peter McClean (left) is associate director of Standard & Poor’s credit solvency analysis team for insurance companies,
Europe. He joined the firm in September 2001, after having held various managerial positions in the Guardian Royal
Exchange group, and subsequently AXA. He is a professor of the Chartered Insurance Institute, a Chartered Insurer
and member of the Institute of Risk Management. He has wide experience in non-life, life and reinsurance.
Currently he is actively working on the assessment of ratings for insurance companies within the Iberian Peninsular,
as well as captives. Peter McClean gained invaluable experience in his time at Guardian Royal Exchange, including a
period of four years as head of operations in Spain, as well as other markets such as Japan, Taiwan and Hong Kong.
On his return to London he joined a GRE subsidiary specialised in risk management, and during this period he created
the reinsurance protection for the captive company Cell in Guernsey.

Question: Taking as a star-
ting point the great uphea-
val which has affected the
sector worldwide over the
last few months, and the
overall downgrading of the
ratings of Insurers and Rein-
surers, how do you view the
scene?

Rob Jones (hereafter R.
Jones): To begin with, yes, one
can speaR of changes in ratings
within the companies of the sec-
tor; downgradings being the
general trend. However, the situ-
ation is not nearly as catastroph-
ic as the Press has made out, or
at [east certain sectors of the Me-
dia. Nothing has happened that
can be considered out of the or-

dinary at a time when several
major factors have come togeth-
er, such as the terrorist attacks,
the fall in Stock Market values
and a series of natural disasters
especially damaging to our in-
dustry.

Question: In these circum-
stances: What has had the
greatest impact on Insurers
and Reinsurers? The Ievel of
large claims, such as the
11th of September 2001 ter-
rorist attack , or the problem
of share values on all finan-
cial markets?

R. Jones: Without any doubt,
the main reason has been the
overall fall in the indices on the

world’s securities markets. This
has affected the capital base of
companies in this industry far
more than the claims they have
had to settle.

Question: What will turn
this situation around ? A
stock market recovery or the
return to prudent underwrit-
ing which can currently be
felt in the market?

R. Jones: The answer has to do
with a little of both. Insurance
and Reinsurance companies
have suffered greatly and at this
time they are rebuilding their
capital base. To this end, the re-
covery of the stock markets can
be of as much help as good risk
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selection . But what is most im-
portant, in my judgement at
least, is the need to apply com-
mon sense when underwriting
business and the definition of
the financial policy which a
company should pursue. Other
important aspects are that com-
panies regain confidence, that
they increase their capital, and
that consumer spending recov-
ers.

Peter McClean (hereafter P.
McClean): Logically, the compa-
nies which have experienced the
severest downgradings have
been those with the highest lev-
els of investment in equity mar-
Rets; British, Dutch, Swiss and
North American companies. In
Spain, as Insurers do not have a
high proportion of stock market
investment, they have not suf-
fered a similar fate.

Question: In one way or
another, speculation was be-
ing encouraged, wasn’t it?

R. Jones: Up to a point you
are right, but I can also under-
stand the reasons behind the
way these companies have act-
ed; companies with major inter-
ests in life insurance, and there-
fore duty bound to invest in eq-
uities to obtain an appropriate

level of profitability on the
funds they manage on behalf of
their customers. Companies op-
erate on the basis of long-term
expectations and results; in this
sense, they have acted correct-
ly, because nobody was capable
of foreseeing what has since
taken place on the equity mar-
Rets.

P. McClean: In comparison
with other European compa-
nies, in Spain there is little stock
market investment. But, what is
more, from our point of view,
this country has avoided the cri-
sis. This problem has not mani-
fested itself with such virulence
in Spain as it has in other coun-
tries.

Question: To what extent
does rating assessment con-
dition the performance and
the results of a company?

R. Jones: Of course they have
their influence, but in some
markets more than others. In the
United States it is almost incon-
ceivable to conclude a large deal
with a company which has a du-
bious rating. This philosophy is
gaining ground now in Europe.
With regard to the Spanish mar-
Ret, it is possible that the public
still does not give this aspect

much thought, but they will
gradually become more circum-
spect, because the rating acts as
a warning sign.

Question: How often is a
rating awarded?

P. McClean: There is a con-
stant review process and an an-
nual procedure, above all in the
case of the companies with
whom we maintain an «interac-
tive» rating; or rather, those
companies whose rating is not
based solely upon public infor-
mation. In these cases the re-
viewing is continuous. but in ex-
traordinary circumstances, such
as those we have experienced
recently, if previously we only
looked at year-end accounts,
nowadays, in some cases, we re-
view them more frequently,
even weeRly.

Question: Last year, how
many times did you have to
change ratings for the 34
European companies which
you analyse in this sector?

R.Jones: I do not have the fig-
ures at hand from insurance,
though worldwide we changed
the ratings at least twice for
220,000 companies.




10

Question: Do you think
that ratings have gone down
generally in all sectors?

R. Jones: ' would not presume
to comment on sectors other
than those I myself deal with,
but it is evident that in finance,
technology and I.T., a lot of ad-
justments have been made.

Question: How much do
you think company failures
and mergers have influenced
the way in which companies
are valued, especially over
the last few months?

b. McClean: Over recent
months we have introduced no
special changes to our methods
of working, given that we are al-
ways refining our way of work-
ing and publishing the results.
This information is on our web-
site.

R. Jones: We are always im-
proving and checking our pro-
cedures. Recently we arranged a
series of seminars to dissemi-
nate our Rnowledge and famil-
iarise our clients with our way of
working.

Question: Throughout the
European Union there is
particular concern about the
start-up of Solvency II,
which are the directives
from Basle II for the insur-
ance sector regarding the
new capital requirements
and standards for reserving
and financial information,
with the aim that companies
have standardized data on
either side of the Atlantic so
that proper comparisons can
be made. What repercus-
sions will this have on the
insurance industry?

R. Jones: The general view is
that this can and will be done.

The first phase involves compa-
nies which are quoted on the
stock markets and it is hoped
that this will be completed by
2005. A second phase is also be-
ing discussed for 2007, though as
yet nothing is finalised as there
are some countries that wish to
defer it. For us too it would
mean introducing changes in
our assessment criteria, but the
biggest impact will be felt by
those companies which are un-
prepared. All these changes are
going to mean a heavy work-
load for the actuaries. And of
course, there are countries
which are ill prepared to carry
all this through.

Question: Could you name
one? Is Spain among them?

R. Jones: In each country the
problem will be different, and, in
this sense Spain could be men-
tioned, although problems will
also occur in France, Italy, the
United Kingdom or Germany.
There will always be things left
undone and, for this reason the
worR of the actuaries will be of
great importance. Here too
there is talk of putting back
deadlines.

Question: What impact
will this have on the compa-
nies of the sector? Will they
have to increase reserves
and set aside funds in rela-
tion to their exposures?

R. Jones: Yes, more or less
that will be the case. All the
countries are now beginning to
see exactly what they will have
to do. And they are arguing
amongst themselves about how
to carry it all through. There will
be a new method of risk assess-
ment which will begin with the
process of identification, then

pricing and finally the calcula-
tion of an appropriate reserve.
But all of this is fraught with
problems. France has already let
its objections be known.

Question: What is the gen-
eral opinion of the Spanish
insurance market as a
whole?

P. McClean: It is a very stable
marRet, and still fairly fragment-
ed. There need to be more
mergers and  acquisitions,
though if you take a closer looR,
you will see that actually there
are not sO many companies as
many belong to the same group.
There is still room for improve-
ment.

Question: Spain is the
fifth largest insurance mar-
Ret in Europe, although it is
not comparable in terms of
insurance penetration, is it
comparable in qualitative
terms?

R. Jones: As far as [ Rnow, yes
it is. What is more, in Spain,
there is less competition than in
other countries such as Holland
or the United Kingdom. And this
contributes to a greater stability
and less volatility.

Question: With regard to
ratings, which way is the
market heading?

R. Jones: Starting from the
fact that we have had to down-
grade many companies, a fact
that implies that we have had to
analyse many aspects, it is fairly
probable that we are seeing the
light at the end of the tunnel,
and that many ratings will go
from being negative to stable.
The sector remains weak and it
will be some time before it reco-
vers its positive prospects. |




