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What are Insurance Linked Securities? 
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 Natural catastrophe bonds (cat bonds for short) and other types of ILS are 
usually issued in order to provide re-/insurance protection to insurers, 
reinsurers, governments, and corporations 

 Cat bonds allow companies to obtain reinsurance protection from a new pool of 
capital separate from traditional reinsurers 

– Money managers, hedge funds, and pension funds represent a new pool of capital for insurers and 
reinsurers to gain protection from 

 Investor capital provides collateralized cover 

– Investor capital sits in a segregated collateral account, meaning that if an event occurs, dedicated 
funds are available to make a payment 

– This virtually eliminates the credit risk inherent in traditional re-/insurance 
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How do Cat Bonds Work? 
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1. The sponsor (the insurer or reinsurer looking to get protection) enters into a risk transfer contract (reinsurance or derivative) with a 
special purpose company established specifically for the transaction (SPV) 

2.  The SPV capitalizes itself by issuing Notes (the "Cat Bonds") to Investors in the capital markets in an amount equal to the limit of the risk 
transfer contract 

3.  Proceeds from the securities offering are transferred into a collateral trust account and invested to provide a stable return  

4.  If no covered event occurs during the risk period the bonds will be redeemed at 100% of face value. In case of a covered event meeting 
the thresholds set forth in the risk transfer contract, funds will be withdrawn from the collateral account to make an event payment to the 
sponsor. The redemption price of the bonds is reduced accordingly 

1 
2 
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How ILS emerged 
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 In 1992, Hurricane Andrew made landfall in Florida causing $15.5b in insured 
losses 

 The resulting shortage of reinsurance capacity prompted reinsurers, banks, and 
academics to investigate new ways of transferring catastrophe risk outside the 
traditional reinsurance capital pool 

 In 1997, Residential Re, the first catastrophe bond was sold to capital markets 
investors, protecting USAA against the risk of a major hurricane 

 Since then, approximately $45 billion of cat bonds have been issued, providing 
protection to over 70 insurers, reinsurers, governments, and corporations for a 
multitude of risks 
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ILS Universe 
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Non-Life Life 

─ Catastrophe Bonds 

─ Catastrophe Derivatives/ 
Industry Loss Warranties 

─ Collateralized 
reinsurance/retro 

─ Quota Shares/Sidecars 

 

 

─ Extreme Mortality Bonds 

─ Longevity swaps/bonds 

─ Embedded Value 
Securitizations 

─ Life Settlement Securitizations 

─ Reserve Financing (e.g Reg 
XXX) 

 
Currently $15.5 billion in cat bonds 
are outstanding, with an estimated 

$10-15 billion in other private non-life 
risk transfer to capital markets 

investors 

Swiss Re has issued approximately 
$2.2 billion in Vita extreme mortality 

bonds since 2003.  
Post financial crisis, the embedded 
value and life settlement markets 

have slowed considerably 
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Historical and YTD Cat Bond Issuance 
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Current year reflects year-to-date totals 

Entry of new sponsors 
and investors continue 
to expand the market 

2012 has seen 4.26bn 
YTD, including the 
largest first half since 
2007 

Swiss Re Capital 
Markets expects 5.0-
7.0 billion of issuance in 
2012 
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Catastrophe Bond Capacity Deployed  

Source: Swiss Re Capital Markets. 

As of Aug 31, 2012 with percentages calculated based on notional amount. Percentages will not add due to multiple perils included in most bonds 

Outstanding Cat Bonds by Peril 

US Wind represents the 
largest peril in the ILS 
space, consistent with 
its position as the most 
capital intensive peril in 
the global re-/insurance 
markets 

Diversifying perils 
achieve tighter spreads 
and appeal to investors 
whose investment 
guidelines require them 
to be diversified within 
their ILS portfolio 
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Industry Index 
40% 

($6,323mm)

Indemnity 37% 
($5,793mm)

Parametric 
Index 12% 
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($550mm)

MITT 2% 
($240mm)
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Catastrophe Bond Triggers Outstanding  

Source: Swiss Re Capital Markets. 

As of Aug 31, 2012 with percentages calculated based on notional amount 

Catastrophe Bond Trigger Breakdown 
(Natural Catastrophe Bonds Only) Sponsors have increasingly looked at indemnity 

triggers in the past year, as they look to 
minimize their basis risk 

 Industry index is still the largest trigger 
outstanding 

 Index-based transactions will typically price 
tighter than indemnity transactions 

 However, an indemnity trigger will offer a 
sponsor the lowest basis risk in a cat bond 
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Why Consider Cat Bonds? 
The Sponsor's Perspective 

 Concern about counterparty credit in case of a large event 

 Shortage/pricing of available traditional capacity 

– e.g. companies with large reinsurance programs, peak perils 

 Diversifying sources of capacity 

– Reducing dependency on one just one market 

 Structural features that the traditional markets have difficulty providing 
in size at the right price 

– Aggregate, second event, Drop down, etc 

 Multi-year pricing stability (3 – 5 year term is typical for cat bonds) 

9 
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Why Consider Cat Bonds? 
The Investor's Perspective 
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 Different types of investors participate in catastrophe bonds for a number of reasons, such 
as: 

– Uncorrelated to traditional asset classes (equities, bonds, etc.) 

– High risk adjusted returns 

– Low volatility when compared to other asset classes 

– Strong collateral structures, including treasury money market funds and AAA rated customized 
notes issued by supranationals  such as e.g. the World Bank 

 Cat bonds represent an asset whose value is largely driven by the occurrence of events 
that are not correlated to the financial markets, allowing for a high degree of 
diversification 

 Transaction size varies from a minimum of around $100mn with the largest transactions 
reaching $750mn to $1bn 

– Individual investors' bite sizes vary depending on the size of an investor's portfolio as well as the 
nature of the transaction and can range from a few million up to several hundred million. 
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Cat Bond Investor Segmentation 
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Swiss Re Global Cat Bond Index Total Return Barclays BB US High Yield S&P 500 Total Return

Market Overview 

HU Ivan 

HU Katrina, Rita, Wilma 

Financial Crisis  
HU Ike 

Tohoku EQ, 
US Tornadoes, 

HU Irene 

* Compound Annual Growth Rate since 1/1/2002 
“Swiss Re Global Cat Bond Index Total Return”, calculated by Swiss Re Capital Markets, is a market value-weighted basket of natural catastrophe bonds tracked by Swiss Re Capital Markets, calculated on 
a weekly basis; past performance is no guarantee of future results 
Underlying data for Barclays Capital High Yield Index provided by Barclays Capital 
Underlying data for “Swiss Re Global Cat Bond Index Total Return” is based on indicative prices only 

8.90%* 

8.57%* 

4.06%* 
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Long Point Re III Case Study 
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Long Point Re III Ltd. 

 In May 2012, Travelers successfully sponsored Long Point Re III Ltd. Series 2012-1, its first indemnity 
cat bond 

– Travelers had previously sponsored two PCS-based transactions 

 Long Point Re III covers certain Travelers business units for Hurricanes in certain Northeast states 

 The subject business for the transaction includes the personal insurance segment as well as the select 
accounts and commercial accounts business units of the business insurance segment 

– Business units which cover large and unique exposures, complex financial structures, and mobile property are 
excluded from the Subject Business 

– Investors appreciated the "main street" nature of subject business 

 The Long Point Re III issuance was well-timed by Travelers: 

– Significant US wind risk issuance  exposed to Florida (the $750mm Everglades transaction), as well as other 
regions, gave investors an incentive to view Northeast Wind as a diversifying peril 

 The decision to approach the market with a straightforward transaction, both with respect to structure 
and collateral solution proved economical for Travelers 

14 
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Ceding Company: The Travelers Indemnity Company (and several of its affiliates) 

Original Principal Amount: $250,000,000 

Initial Modeled Trigger Probability(a): 0.97% 

Initial Modeled Exhaustion Probability(a): 0.77% 

Initial Modeled Expected Loss(a): 0.88% 

Modeling Firm: AIR 

Risk Period: June 7, 2012 to June 7, 2015 

Trigger: Indemnity, per occurrence 

Covered Event: Hurricane 

Covered Area: Connecticut, Delaware, District of Columbia, Maine, Maryland, Massachusetts, New 
Hampshire, New Jersey, New York, Pennsylvania, Rhode Island, Vermont, Virginia 

Rating (S&P): BB+ sf 

Collateral: Treasury Money Market Funds 

Investor Spread: 6.00% 

Series 2012-1 Notes Class A  
Summary Terms 

(a) As estimated by AIR, sensitivity case (Warm Sea Surface Temperature Conditioned Catalog) 
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* An investment in Insurance Linked Securities involves potentially significant risks for an investor.  In summary, these risks include (but are 
not limited to): 
 
•Investors may lose all or a portion of their investment in Insurance Linked Securities if a natural catastrophe or other event triggers a payment 
by the issuer of the Insurance Linked Securities under the underlying risk-transfer agreement that the Insurance Linked Securities relate to. 
•The maturity of Insurance Linked Securities may be extended without the prior consent of the investor. 
•The Insurance Linked Securities may be redeemed before their maturity date (including before any extension of such maturity date by the 
issuer). 
•If the Insurance Linked Securities are redeemed before maturity, the interest rate payable under the Insurance Linked Securities will be 
reduced. 
•Investors have limited recourse to assets of the issuer of the Insurance Linked Securities and no recourse to assets of the counterparties to 
the underlying risk-transfer agreements to which the Insurance Linked Securities relate. 
•If the issuer of the Insurance Linked Securities becomes insolvent, investors may lose some or all of their investment. 
•Investors may be required to consolidate the issuer for accounting purposes under certain circumstances. 
•An investment in the Insurance Linked Securities may have adverse tax consequences for investors. 
•Any claim you have against the issuer in the event of the issuer's insolvency will rank below any claim a counterparty to the underlying risk-
transfer agreements, to which the Insurance Linked Securities relate, has against the issuer. 
•Enforcement of the security interest granted to a Trustee for the benefit of the investors may be limited. 
•The Insurance Linked Securities may not have a secondary market or the secondary market for the Insurance Linked Securities may have 
limited liquidity; the market price of the Insurance Linked Securities in the secondary market may be highly volatile. 
•The Rating Agenc(y)(ies) (if any) may change any rating assigned to the Insurance Linked Securities.  Any credit rating given in respect of the 
Insurance Linked Securities may not reflect the potential impact of all risks related to the Insurance Linked Securities. A credit rating is not a 
recommendation to buy, sell or hold the Insurance Linked Securities and may be revised or withdrawn by the rating agency at any time. 
 
The risk factors relating to an investment in Insurance Linked Securities are set out in detail in the offering materials for the relevant Insurance 
Linked Securities. 
Before entering into any financial transaction, you should ensure that you fully understand the terms, have evaluated the risks and determined 
that the transaction is appropriate for you in all respects. 

 

Risk Factors 
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Disclaimer 
Swiss Re Capital Markets Corporation is a member of the Financial Industry Regulatory Authority (“FINRA”) and the Securities Investor 
Protection Corporation (“SIPC”), and is regulated by the FINRA.  

This document is solely for your use (“you”). The concepts and structures it contains are confidential and proprietary information, as well as 
business assets of Swiss Re Capital Markets Corporation and our affiliates (“SRCM”, “us” or “we”). They are shared with you for the exclusive 
purpose of allowing you to evaluate your interest in such structures. In particular, this information may not be used to discuss similar 
structures with any person SRCM could reasonably consider a competitor in this field.  Unless otherwise agreed in writing, SRCM and its 
affiliates act solely in the capacity of an arm's length contractual counterparty and not as an adviser or fiduciary.  Accordingly, you should not 
regard transaction proposals or other written or oral communications from us as a recommendation or advice that a transaction is appropriate 
for you or meets your financial objectives.   

Any financial transaction involves a variety of potentially significant risks and issues.  Before entering into any financial transaction, you 
should ensure that you fully understand the terms, have evaluated the risks and determined that the transaction is appropriate for you in all 
respects.  If you believe that you need assistance, you should consult appropriate advisers before entering into the transaction. SRCM does 
not provide accounting, tax or legal advice.  In addition, we agree that, subject to applicable law, you may disclose any and all aspects of any 
potential transaction or structure described herein that are necessary to support any U.S. federal income tax benefits, without SRCM imposing 
limitation of any kind. This material does not constitute an offer to enter into any transaction. Such material is believed by us to be reliable, 
but we make no representation as to its accuracy or completeness.  This brief statement does not purport to describe all of the risks 
associated with financial transactions and should not be construed as advice to you. 

Certain aspects of this presentation may give rise to perceived or actual conflicts of interest (i) between you and us and/or (ii) among you, us 
and other third parties.  Such conflicts may arise from other business activities customarily conducted by other areas of our firm with you or 
with other clients.  Such activities may include, but are not limited to, sales and trading activities.  For example, we may already have 
executed similar transactions or strategies for our own account or accounts of other clients and we may have made similar presentations to 
others.  Execution of any transaction contemplated in this presentation may involve other affiliates of SRCM and may result in perceived or 
actual self-dealing intended to generate revenue for our firm. 

This document is for information purposes only and does not constitute an invitation or inducement or an offer or commitment, a solicitation 
of an offer or commitment, or any advice or recommendation, to conclude any transaction. While information herein has been obtained from 
sources believed to be reliable, we do not represent it to be accurate or complete. The information contained herein includes illustrations, 
estimates and projections and involves significant elements of subjective judgment, assumptions and analysis. Any views or opinions 
(including illustrations, estimates, statements or forecasts) constitute our judgment as of the date indicated and are subject to change without 
notice. No representation is made as to the accuracy of such illustrations, estimates or projections or that all assumptions relating to them 
have been considered or stated or that such projections or returns will be realised. The returns or performance results may be lower than 
estimated herein. Note that past performance is not indicative of future results.  The information contained herein does not purport to contain 
all of the information that may be required to evaluate such solutions and you are encouraged to conduct independent analysis of the data 
referred to herein. We do not undertake to update this document.  

 


