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Alternative Capital
Positive or Scary Innovation?
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Bond and Collateralized Market Development
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Non-traditional market capital has increased 18 percent since year end 2013 to USD58.6B



Catastrophe Bond Issuance by Year (years ending June 30)
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ILS Market Relative to US Debt Market
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Catastrophe Bond Market

Exposure and Trigger Type As of October 17,2014
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Catastrophe Bond Market

Distribution of Modeled E(Loss) and Ratings As of October 17,2014

Expected Loss Band Ratings (S&P)
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Average expected loss is 1.9% compared to an average coupon of 6.4%

Source: Aon Benfield Securities, Inc.



ILS Benchmark Spreads Relative to BB Corporate As of September 30,2014

Expected Returns: ILS vs. BB Corp'2
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"Expected BB Corp Return: Yield less S&P Default Rate
2Expected ILS Return: Yield less Expected Loss

Source: Aon Benfield Securities, Inc., Bloomberg, Miu

Returns are converging towards other similarly rated debt securities, with
default triggers that have much less correlation to the general economy



Catastrophe Bond Market Participants

Issuers, Buyers

As of October 17,2014

Issuer Type
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Source: Aon Benfield Securities, Inc.
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Insurance Risk Investment Funds
New Development Example

http://stoneridgefunds.com/

Stone Ridge High Yield Reinsurance Risk Premium Fund
Prospectus:

“... Because the risks in reinsurance-related securities —
largely related to natural disasters such as earthquakes and
hurricanes — are not similar to the risks investors bear in
traditional equities and debt markets, the Adviser
believes that investment in reinsurance-related securities
may provide benefits when added to traditional
portfolios. ...”

Funds being developed to allow
individual investors to participate
in the risk and return of
reinsurance related securities




Insurance Risk as a Direct Investment
Not So New Example

Edward Lloyd’s coffee house on Tower Street, established 1688
http://www.lloyds.com/lloyds/about-us/history/lloyds-buildings
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Catastrophe Bond Loss by Year As of October 17,2014

Modeled and Actual Loss by Year 12
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" Modeled loss value determined with near/medium term rates when noted on amount outstanding as of year end (12/31)
2 Actual loss excludes $147M Credit Loss 2008

Source: Aon Benfield Securities, Inc.
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Historical Losses

As of October 17,2014

Year |

1999
2005

2005

2008

2008
2011

2011

2011
2011

Event

Europe Windstorm Lothar
Hurricane Katrina

Hurricane Katrina and
Buncefield explosion

Lehman Bros 2008

Hurricane lke

Japan earthquake
Japan earthquake

Severe Thunderstorm

Severe Thunderstorm

Source: Aon Benfield Securities, Inc.

Issue

Georgetown Re

KAMP Re
Avalon Re Class C

AJAX Re
Willow Re B

Newton Re 2008

Carillon Re A-1
Nelson Re G
Muteki

Vega Capital 2010
Class D

Mariah Re 2010-2
Mariah Re 2010-1

Size
(millions)

$44.5
$190

$135

$100
$250

$150

$51
$67.5
$300

$42.6

$100
$100

Details

Final Loss: Returned ~ 97% of principal on 3/1/2002
Final Loss: Returned ~ 25% of principal on 12/14/2010

Final Loss: Class C: Returned ~ 90% of principal on 6/7/2010;
Class A and B experienced no loss

Final Loss: Returned ~ 25.5% of principal on 5/8/2009
Final Loss: Returned ~ 87.5% of principal on 6/16/2010

Final Loss: Returned ~ 93.75% of principal on 1/7/2011; note
holders accepted assignment of the collateral

Final Loss: Returned ~ 37.5% of principal on 1/8/2010
Final Loss: Returned 100% of principal March 2013

Full loss of principal

~$16mn loss to reserve account. No loss of principal

Full loss of principal

Full loss of principal
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Catastrophe Stress Event Estimate
1926 Great Miami Hurricane

http://www.tropmet.com/images/gallery%20images/hurricane%20florida%201926/1926_007 .jpeg

Insured Loss Estimate Recast:

= $120+B Insurance Industry Loss
= Ceded Loss ~ $50B-$55B

= Cat Bond Market Loss ~ $2B

http://www.srh.noaa.gov/images/mfl/events/1926hurricane/miami_beach2.jpg

Source: Aon Benfield Analytics, Aon Benfield Securities, Inc.
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Catastrophe Stress Event Estimate
Other Examples

Recast Insured Estimated Estimated
Stress Event o Catastrophe Bond
Loss Ceded %
Market Loss

1926 Great Miami

2 BT ~ $120B 50%-55% ~$2.0B
,10\ Sra]%fel\-llvurrlcane ~ $60B 40%-45% ~$0.8B
1938 Long Island ~ $30B - $40B 40%-45% ~$2.0B
Express Hurricane

1611 New Madrid—_¢4108-§1208  25%-30% ~$4.0B

Earthquake

Stressed scenario loss impact well within catastrophe bond annual issuance rate

Source: Aon Benfield Analytics, Aon Benfield Securities, Inc.;
Bonds at risk as of September 25, 2014
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Conclusion

Why should we expect alternative capital to be a positive innovation for the
insurance risk space?

= There is an economic rationale for the securities, even if interest rates rise

— Catastrophe Risk is not correlated to the economic cycle, making catastrophe risk linked assets a
diversifying asset class

— The ILS market is still extremely small relative to the total debt market and the institutional investor
asset base

= Track record: ILS structures have been tested, as losses have occurred without
market dislocation

— Bonds have been triggered historically and the market has continued to grow/evolve

— Yields are converging towards similarly rated debt securities with defaults characteristics that are
less correlated to the general economy

— Catastrophe risk models have a more stable foundation than credit risk models

= Stress testing the market for significant catastrophe events demonstrates loss
estimates that are much less than issuance capacity
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