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SECTOR — NON-LIFE INSURANCE or seven years we have been in operation.éNe

(AGU608) TWST: We'd like to begin with a started as an alternative risk business, tal«gng
brief historical sketch of Max Capital and a pic- smaller amounts of underwriting risk comparedgo
ture of the things you’re doing right now. a traditional insurance company and coupled that
Mr. Roberts: Our company changed itswith a slightly more aggressive asset strategy tEan
name recently from Max Re Capital Ltd. to Maxwas typical of our competitors. Followiné
Capital Group Ltd. to more accurately reflect th&eptember 11, 2001, the insurance market
insurance markets in which we do business. W&hanged. The opportunities in the traditional prép-
underwrite property and casualty insurance aretty and casualty markets increased, and, agb_we
reinsurance and also write some life reinsurandeve always been a company that embraceSgthe
business. When we started out in 2000, we werecancept of flexibility in response to changing m§r-
reinsurance company focused on larger transakeet conditions and looks to produce a consis@nt
tions and expected to write only a few contracts iIROE for our shareholders, we expanded our o@er-
each period. Over the intervening years, we hawions. We developed our traditional reinsurarEce
transitioned to a more global and diverse insurantrisiness in 2002, and entered the traditional ingur-
operation that writes a larger number of smalleance business in 2003, and we have exparﬂied
transactions and we now write a more traditiondahose lines over the past five years.
book of business compared to what many would TWST: What else differentiates you g
have called a finite or alternative risk type of busifrom your competition?
ness in the early days. Mr. Roberts: Our competition is here |rg-
The insurance industry is very cyclical andBermuda, in the United States and globdily
we have had some significant changes over the sisthin the insurance business. In Bermuda, a
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number of our competitors focus more on shorteefficiently within a well-regulated environment.
tail lines, such as property and property catastrbocal regulations permit capital to locate here in
phe insurance and reinsurance. We also writgermuda, allowing companies to conduct good
these lines, but they form a smaller part of oususiness practices across the globe while poten-
total book, as we also write a significant volumeially benefiting from Bermuda’s tax-free environ-
of casualty business. In fact, casualty businessent. As a predominantly long-tail casualty writer,
now makes up approximately two-thirds of oufve generate significant investment income over
business platform and the typically longer tail othe life of the business written, more so than a
that business can be expected to enhance our cakbrt-tail property catastrophe writer, where the
flows, allowing us to utilize a different and, weduration of business written is shorter. Therefore
believe, a potentially more beneficial investmenthe investment and tax environment in Bermuda is
strategy than the strategies used by most of omnportant to our success.

competitors. By way of explanation, when claims TWST: You said that the industry is
related to a particular class of insurance businesgclical. What is the next cycle? What are the
are typically paid out during or shortly after theopportunities that lie before you?

policy period, that business is described as having Mr. Roberts: We have had very solid under-

a “short tail.” Conversely, when claims related tavriting conditions for the last four to five years.
a particular class of insurance business are typrates, terms and conditions have been generally
cally paid out long after the expiration of the polgood, but the insurance marketplace is presently
icy period, that business is described as havingsaftening and opportunities are generally less attrac-
“long tail.” tive than they have been over the past few years.
This means companies are typically working harder
to make their premium dollars. In addition, compa-

“Casualty business now makes up nies must manage their expenses carefully and work
approximately two-thirds of our business .. . .
platform and the typically longer tail of that to maximize their investment returns. As top-line

business can be expected to enhance our cash  nremjum income shrinks, it is important to manage
flows, allowing us to utilize a different and, we .
believe, a potentially more beneficial some other areas of the business more closely.
investment strategy than the strategies used by | think there will be some merger or acqui-
most of our competitors.” o o
sition activity in the marketplace. We have had a
solid period of good business for the insurance in-
TWST: | understand that there are sig- dustry. | believe that balance sheets are certainly
nificant advantages for a company like yours in stronger than they were in the late 1990s and early
working from Bermuda. 2000s. So we have a number of companies with
Mr. Roberts: We are fortunate in Bermuda strong balance sheets and good platforms and we
to have a very good regulatory department in th@ay see some of those companies join together for
Bermuda Monetary Authority, which understandstrategic or operational reasons.
the need to develop good practice in a timely man- TWST: What are the key elements in
ner. It has helped Bermuda to be a jurisdiction thgbur strategic agenda as you look out over the
permits companies to set up relatively quickly andext three years?
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Mr. Roberts: The key for us is the contin- TWST: Would you go back to September
ued execution of our business plan. That sound& and explain the effects on your company? |
simple, but it remains the principal driver of outthink you came out of that pretty well.
success. We have good systems in place at Max, Mr. Roberts: That's correct. We did not
we have a diverse platform, and we have sonf@ve a significant amount of exposure to the
very talented underwriting groups. The key for usVorld Trade Center events and had manageable
is to play to these strengths and to continue to @xposure to the hurricanes of 2004 and 2005.
what we’'ve been doing well. In the past four oAlthough we did suffer some losses, we didn’t
five years, we’'ve been more of a traditional insutose more than our net income for either year, so
ance and reinsurance player. We have had sobdr viability wasn’'t impacted and we were in the
ROEs — in excess of 15% in three of the past fouight position to continue business as the market
years. The year that we didn't have 15% — 200Bardened. Generally, after significant loss events,
— was the year of hurricanes Katrina, Rita anthere is a drawdown on the capital base within the
Wilma. Even in that year we turned a profit, whemndustry. Premium rates then rise and coverage
a large number of insurance companies didn’t. Smecomes more expensive for clients, insurers and
our strategy is to continue to execute and serve a@insurers purchasing protection. When rates
clients well. That will help book value grow, whichharden, however, new capital is attracted by the

is a fundamental metric for our company. potentially enhanced returns. This was certainly
TWST: What about possible problems? the case after September 11, when we saw a num-
What are you going to be worrying about? ber of new entrants in Bermuda that planned to

Mr. Roberts: One of the biggest concernstake advantage of the market opportunities.
IS excess capacity in the marketplace, with more
competition for each premium dollar. So it is in-
cumbent upon Max to ensure we are a market of “With our recent move into the United States,
choice by providing excellent service, putting ;:s;:z’;cw:‘:;:‘;ggﬁ"tzt“:r::":l"s':;:ffﬁ‘;ft
good opportunities in front of potential and exist-  premium growth for us over the next few
. . . . years. Even though the market is softening, the
ing clients, and using our infrastructure and broker™" /i written will be additive to Max, as
community connections to deliver not only top- this is a new market for us.”
line premium, but, more important, bottom-line net
income. Top-line premium is not the driver of
everything for us — we don't intend to chase top- TWST: | believe that Max works from
line premium as aggressively as some of our correland as well as Bermuda. Would you ex-
petitors are likely to. We believe our investmenplain what you do from Ireland and the ad-
strategy should enable us to return a solid ROEantages of Ireland?
without us having to compromise our underwriting Mr. Roberts: We operate now from three
standards as the market softens. Equally, we waplaces. Bermuda was our original location, and we
to maintain our place in the market and the gooskt up a reinsurance operation in Dublin, Ireland,
relationships that we have established since vie 2001. We complemented that with an insurance

commenced operations in 2000. operation in 2003 in both Bermuda and Dublin.
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Dublin is an excellent place to do business, with aeland. Most of our focus in the next couple of
solid infrastructure and access to the Europeaears will be the execution of our plan to develop
market, which we deem to be important. Theur US operations.
Dublin office offers products that complement the TWST: For the benefit of the potential
products that we offer here in Bermuda, andhvestor, what might be some year-over-year
Ireland is also a well-regulated, tax-efficient opermilestones to look for?
ating jurisdiction. More recently, we've extended Mr. Roberts: The one we always like to
our operations into the United States. We acquirddok at is our ROE. It's key for every company.
a non-admitted excess and surplus company We don’t necessarily expect to produce the high-
April of this year. We expect to continue to gronest ROE on the Street when the market is favor-
that platform through the coming years. able. Equally, we don’t expect to be the lowest in
TWST: What are your feelings about ac- bad times. We like to have a nice balance between
quisitions? What are your criteria for possible taking risk and showing solid returns. The sec-
acquisitions? ondary metric to look at is our combined ratios,
Mr. Roberts: | think the key criteria are which are the sums of our loss ratios and our ex-
whether it brings shareholder value and whethg@ense ratios for each segment of our business.
it will align with or augment our current strategyThese are an indication of the success of our un-
and operations. From a company perspective, vderwriting activities.
like our platform — we believe it's diverse TWST: Would you tell us about the
through the products offered and geographical réackgrounds and the expertise of yourself and a
gions covered, and is well managed. We hawuple of your colleagues?
some excellent underwriting talent at Max, and so Mr. Roberts: At Max, we have a number
don’t believe we need to look actively for acqui-of very talented individuals heading up our insur-
sition or merger targets. Equally, there is a lot adnce and reinsurance businesses. Our strategy has
talk in the industry about consolidation and combeen to find individuals who we consider to be
bining businesses in differing markets and gesome of the best in class — people who are sea-
graphical locations. We would certainly look asoned underwriters, have very good relationships
any opportunity to increase shareholder value. with clients and who can bring a substantial book
TWST: What would you reasonably expect of business with them and who have the talent to
the company to look like in about three years? lead and develop that niche franchise that we are
Mr. Roberts: With our recent move into looking for in the specialty markets that we oper-
the United States, we expect that segment to be @ie in.
fastest growing. We expect it to bring significant Our CEO is Marty Becker. Marty has actu-
premium growth for us over the next few yearsally been on the Board since 2004, and, in October
Even though the market is softening, the premiumif last year, he took over on the departure of Bob
written will be additive to Max, as this is a newCooney, who was instrumental in setting the com-
market for us. We see the products offered by opany up. Marty has excellent experience in build-
US company to also be complementary to theg companies and we have already benefited
products that we offer here in Bermuda and isignificantly from his expertise. He has great rela-
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tionships in the investor community and in the bra2003, he has developed our Dublin operations and
ker and market environment, and will take the plaproduced an excellent book of business. John was
form forward from the excellent start that Bobpreviously with XL Capital in Dublin.
gave us. Our recent entry into the United States is
| have recently taken over from Keithheaded up by Steve Vaccaro. Steve and his team are
Hynes as Chief Financial Officer. My backgroundhe newest additions to the Max group. Steve was
is mostly in public practice, where | worked withpreviously with the Markel Group. He has been in
public accounting firms in both London and inthis industry for more than 30 years, underwriting
Bermuda before joining Max Capital in 2002 in thédusiness in both hard and soft markets, and had an
role of Controller. excellent track record with Markel. We are hoping
Our Chief Operating Officer is Peter Minton,that he can replicate that success with Max.
who recently changed his role from being our Chief TWST: As CFO, what occupies your
Risk Officer. Peter has a strong investment and uown attention most on a day-to-day basis?

derwriting background, which aids us in allocating Mr. Roberts: It's a combination of several
our resources into the appropriate areas, as we $i@@gs. The investor community and spending time
opportunities arise in the marketplace. with them is critical to our organization, as it is to

Angelo Guagliano is the Chief Executiveany public company. On the operational side of the
Officer of Max Bermuda Ltd., our principal op-business, there are many challenges in managing
erating subsidiary. Angelo has been underwritinthe finances of a growing company, ranging from
for more than 25 years and was formerly witltapital management to cash and investment activ-
XL Capital, where he worked with Bob Cooneyity. In addition, as a public company, we have sig-
Angelo joined us in 2003 to head up our insumificant regulatory requirements in the multiple
ance operations. jurisdictions in which we operate and detailed fi-

John Doucette heads up our reinsuranagancial reporting requirements. Our goal in the fi-
business, which operates principally fronmance department is to provide underwriters with
Bermuda. John has been with Max since we corthe capital and the platform necessary to succeed.
menced operations in 2000. Prior to Max, John TWST: What would be the two or three
spent a number of years at Swiss Re and started best reasons for the long-term investor to take a
career with Tillinghast. John has successfully derood look at Max Capital Group?
veloped our reinsurance team into one with strong Mr. Roberts: Our platform is excellent.
underwriting talent, a good track record and an eX¥e have a very strong management team across
cellent reputation. In fact, in a recent survey, Mathe group, and the underwriting businesses we
Bermuda was ranked fifth behind Munich Repperate are well executed. We've shown that we
Swiss Re, Scor and RenRe as the “Treatyan operate successfully in this market. We've
Reinsurer currently leading the industry in termsurned a profit in each of the past four years, even
of its overall proposition” Global Broker — in 2005, which was a particularly difficult year
July/August 2007). for the market. It's important for customers and

John Boylan heads up our Dublin insurinvestors to know that we intend to be around not
ance operations. Since John joined the group omly this year, but for the foreseeable future to
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continue to execute our plan and to deliver in- Mr. Roberts: | believe they are. As an in-

creases in book value and share price to our idustry we are getting back to a state of good capi-

vestors. That's the number-one goal for us, fronalization and we learned a lot of lessons

an investment standpoint. collectively on the property side from those
The secondary reason is that we believe watorms. The models being used today are more de-

are undervalued compared to our peers. If you lod&iled. We're looking at different methods of get-

at some other insurance, reinsurance or speciatigg better-quality data to allow a better assessment

insurance companies, we are relatively undeof the severity of loss events than was possible in

priced. Look at our track record over the past fouhe past. We should be better prepared for the next

years, our excellent platform, our developmerget of significant storms or natural catastrophes as

into the United States and our other operations thand when they occur.

we believe will permit us to continue that success. TWST: Have you taken steps to improve

We have a disciplined approach to taking risk angbur capital structure?

have a solid track record. For all these reasons, as  Mr. Roberts: The industry generally has.

| have said, we believe we are underpriced relativehe rating agencies and company managements

to our peers. recognized that there were a number of companies
TWST: You said that 2005 was a difficult that were off target in estimating the severity of
year. What was the problem? the 2005 storms. The rating agencies now look for

Mr. Roberts: We had three of the largestmore capital on the balance sheet to write those
hurricanes on record — Katrina, Rita and Wilmaypes of business. It is difficult to go to sharehold-
— all leading to unprecedented industry losses. &s when you have significantly underestimated
significant amount of capital moved out of the inyour exposure to certain events.
surance industry to settle claims. Unfortunately, a Max didn’t have as big an issue for several
number of the models used to assess property cadasons. Firstly, we have used different approaches
astrophe risk failed to predict the impact of threeo look at our exposure, plus we have always
such severe storms and a number of companigsnned to limit our downside to the percentage of
were forced out of business or suffered cripplingur total capital that we are willing to expose in that
losses. As a result of Max’s risk managemergarticular type of market. We do write a lot of casu-
process and the way we purchase reinsurance patty business, and that represents 60% to 65% of our
tection, however, we managed to limit our downbusiness. Property is less of a play for us, and, con-
side more successfully than many other companissquently, we wouldn’t expect to get the extreme
in the marketplace. We believe that speaks vafigh or low returns that could be the result of writ-
umes to the way we do business — in a measured) a predominance of that business in our com-
and controlled way. That's what people want to sggany. We would like to have a platform for future
— that we will be there to continue that good workusiness, and that's why we choose to do it this way.
going forward. TWST: Is there anything that you would

TWST: Do you feel that your own com- like to add, especially regarding strategies,
pany and industry are better prepared for cata- long-term objectives and reasons for investors
clysmic events than they were in the past? to look at the company?
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Mr. Roberts: Long-term growth and TWST: Thank you. (MC)
success are key, but they shouldn’t come at the
cost of compromised short-term execution. WAOE ROBERTS
need to execute our plan, deliver the ROEs th&VP & CFO
we said we could achieve, and manage our comMax Capital Group Ltd.
pany so that we are around in the future. So, iMax House
we can execute those objectives, manage th&Front Street
company properly, be disciplined in the tougheHamilton, Bermuda HM 11
market conditions, and look for strategic oppor+{441) 295-8800
tunities, we should be successful. We’'ve dong441) 295-8899 — FAX
that in the past, and believe we can achieve thatww.maxcapgroup.com
in the future. e-mail: info@maxcapgroup.com




