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Insurance Risk Securitization

Market Development: Has the
Credit Crisis Strengthened or
Weakened the ILS Market?

Stefano Sola
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Key Discussion Points:

» Current Market Environment
» Sponsor Outlook
> Investor Outlook

» Structural Focus
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The Geneva Association

Fundamentals of
market remain
strong.

Three questions in
current market

= Future issuance

= Bonds are being
actively traded
reflecting differing
appetite for the
sector

= QOutstanding
bonds are maturing

Etudes et Dossiers no. 350

ILS market update

m  Lehman Brothers’ bankruptcy and general
market conditions have contributed to a
significant increase in selling activity

—  Hedge fund de-leveraging

—  Greater awareness of TRS
counterparty and asset credit risk

—  Challenging relative value comparison
to comparable products

m 2008 new issuance is expected to be less
than 2007

= Total non-life bonds outstanding are
approximately USD 14.5 billion

= An estimated 9.5 billion additional capacity
is provided in derivatives/
ILW form

= Total bonds outstanding exceed USD 37
billion

Swiss Re

Total non-life bonds outstanding, by year
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Key issue in P&C
reinsurance market
is capital and
capacity.

Demand for cat
cover likely to
accelerate in light
of reduction of
equity capital.

Reinsurance/cat
bonds can be
viewed as a form
of hybrid capital

Sponsor Outlook:

Property & Casualty

Swiss Re

Peak risk transfer solves a dilemma

The P&C industry is confronted with increased volatility and more

complex risks

m Demand from insurers for cat cover has grown,

business

historically, more than most other lines of

m Regulators and rating agencies require
(re)insurance companies to manage against more
conservative risk estimates

- Securitisation reduces volatility, accelerates the balance sheet

and facilitates growth
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Sponsor Outlook: =

Life & Health

Effective capital management tool

The L&H industry wishes to monetise intangible assets and reduce

impact of regulatory requirements
Currently these
deals are bought
and held by banks

Long-term these m By monetising intangible assets, e.g. EV

10-30 year securitisation, companies access new sources of
liabilities belong on liquidity and can improve RoE

balance sheets of . .

“real-money” m  Reducing XXX/AXXX reserve requirements allows
investors. capital to be deployed elsewhere

m Transfer of insurance risks to the capital market
helps stabilise earnings profile by providing peak
risk protection

- Market dislocation currently exists with financing transactions;
investor demand remains for transactions providing risk transfer

Swiss Re

Investor Outlook:
Cumulative Return

BB Performance from 1 January 2002 — 1 November 2008
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“SRBB Cat Bond Index”, calculated by Swiss Re Capital Markets, is a market value-weighted basket of nat cat BB-rated cat bonds tracked by Swiss Re Capital Markets,
calculated on a weekly basis; past performance is no guarantee of future results.

Underlying data for Lehman BB Index provided by Lehman Brothers

Underlying data for S&P 500 Index provided by Bloomberg LLP

Underlying data for “SRBB Cat Bond Index” is based on indicative prices only
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Investor Outlook: SR

Despite credit crunch, volumes
holding...

Swiss Re ILS Trading Volume

Trading Volume by

January 0381 669,538 2006 2007 | 2008 YTD | 2008 YTD est.  Approx. Swiss
February 239,892,500 market total | Re market share
March 322,297,940 Cat bonds $1.4bn | $2.0bn | $2.0 bn* $5-6 bn 25% - 35%
April 74,001,150

ILW/Cat $0.3bn | $1.1bn | $0.8bn* |  $4-5bn 10% - 18%
May 143,429,950 L

derivatives
June 181,485,625

Exchange- N/A  $0.02bn $0.05bn  $1-2bn 25% - 35%
July 167,877,305 || | traded products
August 141,391,425

September | 124,324,810

October 312,850,000

- Swiss Re has a sizeable share of the ILS trading market

= Liquidity remains strong despite some price softening

= ILS market has remained liquid during recent turmoil and has provided
liquidity for hedge funds facing margin calls

* As of November 1, 2008
Source: Swiss Re Capital Markets
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Investor Outlook:

Non-life Risk Maturities 2008-2011
Forthcoming
maturities of US $4,500 $16,000
- I $3,927
Wind, California $4,000 1 1 $14.000
Earthquake and
Euro Wind perils 83,500 - 1 $12,000
alert sponsors to $3,000 +
the minimum » 1810000
; S $2,500 + &
capacity the 2 + $8,000 o
market is capable S $2,000 + ’ z
of providing. Most 2 ; 1$6000 35
p 9 2 s1500 Gora |° 3
cat bonds to date o
have had one or $1,000 + T $4.000
three year terms. s500 | 555852359, 505 1 52,000
$0 t t t $0
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mmm US Wind === CAEQ C—3EUWD ——Total Outstanding Bonds
Maturities by Month (USD mm)
November December January February March April May June
180 1266 350 100 50 405 600 583
Source: Swiss Re Capital Markets.
As of November 1, 2008 with percentages calculated based on notional amount
Note: 2008 maturities represent the months of November and December
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Investor Outloo '

Changing Investor Landscape

——

According to Professor Traditional Non-Investment Grade Investor Base Post Katrina
Nouriel Roubini of NYU,

hedge funds are likely to
experience a 30% failure

1%
4%3% 1%

rate. Meanwhile, the 1 B Dedicated Funds aus
Financial Times has o BE
reported that $43 billion ® Money Managers O B:::ma
has been withdrawn from OBanks
hedge funds in O Hedge Funds 0 Japan
September. B Reinsurers B Australia
Despite this, we expect Binsurers @ Canada
the demand for cat bonds 22%
to remain strong and
increase over time.
5% Investment Grade
o
15% o
30% B Dedicated Funds ous

B Money Managers B Europe

O Banks OJapan

O Hedge Funds OCanada

50%

Source: Swiss Re Capital Markets.
As of November 1, 2008 with percentages calculated based on notional amount
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Structuring Focus:

Future TRS Structures

= For TRS structures, reduce credit risk with tighter restrictions on investments
— Additional restrictions on categories of eligible assets
o Focus on both liquidity and rating, not only rating
o Better downgrade clauses on assets
— Sector-specific concentration limits

— Over-collateralization and top-up provisions
= Consider alternative structures (where trust does not own collateral directly)

m Increase transparency

— Clear and simple process to obtain information on collateral account assets
in a timely manner

— For example, Vega Capital Ltd., includes in its TRS terms real-time access
to a list of trust assets on a monthly basis via the Indenture Trustee’s
protected website

Document free to download 19-5 www.genevaassociation.org



The Geneva Association Etudes et Dossiers no. 350
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Looking forward

m  Three primary points need to be resolved for market to move
forward

1. Improved TRS structure
— Investor and sponsor view on value of strong TRS
2. Investor perspective

— Before: investors viewed sector as uncorrelated but still
had a need to get equal or higher yield

— Now: cat bond will have lower relative yield but investors
should value diversification

3. Sponsors perspective
— Pricing in traditional reinsurance market for 2009

— Value of collateralized cover through cat bond

Important information

This information is issued by Swiss Re Capital Markets Corporation ("SRCM Corp") and Swiss Re Capital Markets Limited
(“SRCML"), together Swiss Re Capital Markets (“SRCM"). SRCM Corp is a member of the Financial Industry Regulatory Authority
(“FINRA") and the Securities Investor Protection Corporation (“SIPC"), and is regulated by the FINRA. SRCML (FSA Register
Number 187863, VAT Registration number 244797524) of 30 St Mary Axe, London, EC3A 8EP is a company authorised and
regulated in the conduct of its investment business in the UK by the Financial Services Authority (‘FSA”) and is entered in the
FSA's register. The FSA's website http://www.fsa.gov.uk/ contains a wide range of information of specific relevance to UK
customers and provides access to the FSA register. This information is only intended for professional investors. Persons who
receive this communication who are not professional investors should not reply or act upon its contents. The investments and
investment services referred to are not available to private customers within the meaning of the rules of the FSA. Persons dealing
with SRCML outside the UK are not covered by all the rules and regulations made for the protection of |nvestors inthe UK and
may not have the right to claim through the UK's Financial Services C Scheme. This i is and
proprietary to us and is solely for your use and is not intended for any further dissemination. This document remains our property
and must be returned to us on request and any copies you have made must be destroyed. It may not be reproduced or circulated
without our written permission and may not be distri in any jurisdiction where such distribution is restricted by law or
regulation. Nothing in this document should be construed as legal, tax or i advice nor interp as ding any
investment in any particular product, instrument or security and should not be relied on as the sole source of information upon
which to base an investment decision. Unless otherwise agreed in writing, SRCM and its affiliates (“Swiss Re”) are not acting as
your financial adviser or fiduciary. This document is for information purposes only and does not constitute an invitation or

or an offer or i 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 lete. The i { i herein includes illustrations, estlmates and projecllons and involves significant elements of
subjective judgment, assumptions and analysis. Any views or opinions or
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. Before you enter into any transaction, you should ensure that
you fully understand the potential risks and rewards of that transaction and you should consult with such advisers as you deem
necessary to assist you in making these determinations. Neither of us should rely on any representatlon or undertaking

with the above SRCM is not i to arrange i products, and if any such
solutions are required an appropriate entity within the Swiss Re group would arrange or prowde such product.
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