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The third quarter is often a quiet period of the year for new catastrophe bond issuance and this was again the case in 2012.  
The market saw new issuance volume of $525 million of non-life capacity issued through 3 transactions (2011:  $676 million 
in 4 deals). Total non-life issuance for the first three quarters of 2012 to date is now $4.0 billion (2011: $2.3 billion). 
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Q3 2012 Non-Life Cat Bond Market Issuance Summary 

Q3 2012 Cat Bond Market Issuance 
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The first transaction of the quarter was from Munich Re who sponsored another series of their Queen Street franchise with 
the Queen Street Re VI transaction, which provides $100 million of occurrence coverage against U.S. hurricanes and 
European windstorms for just under three years. The transaction utilizes a country and state-weighted PCS index trigger for 
the U.S. and a CRESTA-weighted PERILS index for Europe. This transaction continued the trend of strong execution seen 
late in the second quarter and priced inside the initial guidance range on strong investor demand. 

The California Earthquake Authority (CEA) returned to the market for the second time in 2012 following their $150 million 
issuance in February with another take-down from their Embarcadero Re program. This time the CEA obtained a further 
$300 million of annual aggregate coverage for Californian earthquakes on an indemnity basis for a three year period.  

The final new issue of the quarter was a return to the market for Hannover Re. Eurus III provides €100 million of occurrence 
cover against European Windstorms using a CRESTA-weighted PERILS based trigger. The three and a half year deal 
provides protection for four wind seasons and was attractively priced as investors demonstrated continuing strong demand 
for risks that are not exposed to U.S. hurricanes.  

Non-Life Cat Bond Issuance by Quarter (2008 – 2012 YTD) 
($ in millions) 

Source: WCMA Transaction Database as of September 30, 2012. 

($ in millions)

Issue Risk
Sponsor Issuer / Tranche Date Term Amount Spread Basis Risk
Hannover Re Eurus III 2012-1 09/13/12 3.6 $125 3.75% OCC European Wind

CEA Embarcadero Re 2012-2 07/31/12 3.0 300 5.00% AGG Earthquake (Shake Only)

Munich Re Queen Street VI 07/17/12 2.7 100 10.35% OCC US Hurricane and EU Wind

Total $525
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As with all of the 2012 transactions to date, AIR performed the risk analysis for this quarter’s new issues.  Eurus III, as a 
Euro denominated bond, used EURIBOR-based puttable EBRD notes as a collateral solution.  The other two transactions 
invested the collateral from the bond proceeds in the market standard U.S. Treasury Money Market Funds.   
   
During the third quarter there were no bond maturities, meaning outstanding on risk-capacity increased by $525 million 
during the quarter. U.S. hurricane exposed transactions continue to dominate the non-life market, with 72% of outstanding 
cat bond limit exposed to U.S. hurricane risk of some form. 
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Capacity Issued and Outstanding by Year 

($ in billions) 
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(a) In aggregate, 72% of all capacity outstanding exposed to U.S. Wind. 
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The issuance activity in the quarter did not result in extensive repositioning of portfolios by investors in the secondary 
market.  The market was pleased to see new paper, particularly for non-hurricane risks and generally remained satisfied with 
their existing inventory of U.S. wind bonds. The secondary market saw steadily rising bond prices (and tightening spreads) 
throughout the quarter.   

The arrival of Hurricane Isaac in late August caused some excitement for market participants. The bond most in focus was 
Louisiana Citizens’ Pelican Re as the predictions of storm strength and forecast track changed each day. An event like 
Isaac, as it approached and eventually made landfall, helped highlight the market’s approach to monitoring a developing 
storm. Investors were able to consider using the “live cat” market with differing perspectives and some chose to make trades. 
It ultimately transpired that Isaac did not impact any outstanding cat bonds in a significant way. 

The secondary market was “better bid” for most of the quarter, with many investors particularly interested in deploying capital 
to increase portfolio diversification away from U.S. hurricane exposures. As we finished the quarter, investors were eagerly 
waiting to embrace the anticipated new issuance in the fourth quarter with strong pent up demand being demonstrated for 
new paper. 

Secondary Market 

Other News 
The Latest Dodd-Frank Surprise 

It is doubtful anyone in the U.S. Congress considered cat bonds and other ILS instruments as they voted for Dodd-Frank 
back in 2010. Nonetheless, Dodd-Frank has impacted the ILS world in various ways as implemented. 

The latest concern is CFTC regulation of commodity pools. If ILS issuers are deemed commodity pools, the designation will 
introduce an additional layer of costly regulatory compliance to each ILS transaction. While the regulations have an 
exemption for reinsurance, our view is that the exemption is neither wide enough nor clear enough to cover cat bond 
transactions with certainty.   

As such market participants are scrambling to address the issue proactively. While these efforts seem likely to succeed, it 
represents a distraction from developing the market. 

No Changes in Treasury Money Market Funds for Now 

Investors (and not just cat bond investors) have thought seriously about the potential unraveling of the Euro and the potential 
impact on various investments. Questions remain. On the U.S. side, a similar but lower profile issue has disappeared, at 
least for now, to the relief of sponsors, arrangers, and investors. 

U.S. SEC Chairman Mary Schapiro had proposed several changes to the regulation of money market funds: either (1) asset 
values would explicitly float on a mark-to-market basis similar to other mutual funds or (2) in the alternative, funds could hold 
excess capital to reduce the likelihood they would “break the buck”. In August, Schapiro announced that these proposals 
would not move forward as she failed to gain sufficient support from her fellow SEC commissioners. 

Requiring the funds to float would not have changed the risk of the underlying assets but could have potentially damaged the 
business model for the money market funds. Perhaps this explains in part why the other commissioners resisted Schapiro’s 
suggestion. If so and if funds were closed, cat bond proceeds would have been reinvested based on the rules specified in 
each deal. 

Modeling for U.S. Hurricane Cat Bonds: End of the Monopoly? 

In the past AIR, EQECAT, and RMS have acted as third party modelers for U.S. hurricane cat bonds.  In contrast in 2012, 
AIR has had a 100% market share. The updated loss estimates in RMS version 11 likely have contributed to RMS’s 
disappearance.  The cause for EQECAT’s decline is less clear. 

Both RMS and EQECAT remain engaged and available to model new transactions. EQECAT’s RQE platform will replace 
WORLDCATEnterprise and offer increased functionality for modeling both cat bond transactions as well as more typical 
reinsurance structures. In July, RMS announced a new presentation of U.S. hurricane modeling results that they believe is 
more in keeping with investor expectations. Perhaps these changes from RMS and EQECAT will help them compete more 
effectively with AIR for future U.S. hurricane-exposed cat bonds.  
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WCMA Interview: Daniel Hogan 
 
Dan Hogan is a Vice President in The Hartford’s Enterprise Risk Management 
organization. For the past five years, he has led the alternative risk transfer 
program for the company, which sponsored the Foundation Re III transactions in 
2010 and 2011. He also currently oversees economic capital modeling, quantitative 
risk analytics, capital attribution, insurance risk reporting, and terrorism response 
readiness and planning activities within ERM. Dan is a Fellow of the Casualty 
Actuarial Society and a Member of the American Academy of Actuaries, and was 
recently selected as a candidate for the Chartered Enterprise Risk Analyst 
designation via the CAS’ Experienced Practitioners Pathway. 
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Note: Dan Hogan is a Vice President at The Hartford Financial Services Group, Inc. and is not affiliated with Willis Capital Markets & Advisory or its affiliates. 
The views expressed herein by Mr. Hogan are his personally and do not reflect the views of The Hartford Financial Services Group, Inc. or Willis Capital 
Markets & Advisory or its affiliates. 
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What attracts sponsors like The Hartford to the catastrophe bond / ILS marketplace? 

The ILS market is a great complement and supplement to the traditional reinsurance market, as it allows sponsors to 
diversify their access to risk capital. Two attributes of the ILS market are especially attractive to sponsors: it provides fully 
collateralized cover, which is especially valuable when purchasing protection for large industry loss events, and offers 
multiyear protection, which allows sponsors to better manage the risk of post-event disruptions in reinsurance market 
capacity and pricing.  

What innovations would you like to see in the ILS market? 

I think that the ILS market has and will continue to evolve over time in response to market demand and supply dynamics as 
well as to changes or anticipated changes in regulations and laws. The Hartford’s introduction of the customized by-state, 
by-line PCS Index trigger into the first Foundation Re program in 2004 was such an innovation. So, too, has been the use of 
Treasury Money Market Funds as collateral solutions in cat bond transactions after the financial crisis of 2008-2009. 

Going forward, I think it would be a positive development for the ILS market if it could expand to cover additional perils; wind 
and earthquake covers obviously dominate the market today. Of course, such new and innovative products would have to 
be backed by credible risk models that are well understood and accepted by both sponsors and investors. The risks traded 
in the ILS market are by their nature highly uncertain and subject to a number of risk factors; having sophisticated 
knowledge on both sides of the deal is a key element supporting a healthy ILS marketplace. 

Do you expect the amount of non-traditional capacity available to reinsurance buyers to continue to increase or to 
reach a level where additional growth will be difficult? 

I see the recent growth in the ILS market as a positive trend, and do believe that there continues to be capacity for even 
more growth, as evidenced by the amount of capital that continues to flow into the market. However, I don’t believe that 
non-traditional capacity has the capability to grow without bound or somehow supplant the traditional reinsurance market. 
ILS deals are complex, and their expenses hinder their competitiveness relative to the traditional markets in the working 
layers. But for more remote risks, where reinsurer capacity can be more limited, the ILS market has provided sponsors with 
competitively-priced products that provide both needed capacity and a natural hedge to the increased reinsurer credit risk 
that would be seen in extreme tail events. 

What is your favorite / least favorite part of working in the ILS space? 

Without question, my favorite part of working in this space has been interacting with other market participants, especially as 
part of a deal team. The bankers, brokers, lawyers, risk modelers, and investors I have met along the way are some of the 
best and brightest people I’ve had the privilege to know. I suppose my least favorite aspect is having to review the pages 
upon pages of documents during a deal, although my ILS legal team has admitted me to the “mini-bar” as a brevet lawyer 
for my redlining abilities! 
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Is Hurricane Sandy a Game Changer? 

Hurricane Sandy made landfall in New Jersey on the 
evening of October 30th as a post-tropical storm 
packing Category 1 hurricane force winds.  Sandy also 
brought a devastating storm surge that caused 
extensive flooding in New Jersey and in New York 
City. The U.S. suffered extensive property damage 
and loss of life. While not on the scale of 2005’s 
Hurricane Katrina in either department, Sandy nearly 
hit a bulls-eye on the largest media market in the U.S. 
just before a Presidential election. As such, it has 
generated a media frenzy. Still, we have thus far seen 
a muted impact on the reinsurance and cat bond 
markets. 

On a preliminary basis, EQECAT estimates economic losses of $30 to $50 billion and insured losses of $10 to $20 billion.  
AIR made an initial estimate of $7 to $15 billion in insured losses. Most reinsurers have not yet weighed in with their 
thoughts. The large difference between economic losses and insured losses results from the extensive flooding associated 
with the event.  In the U.S., the NFIP scheme will absorb personal lines flood losses for those with coverage.  Note that 
industry insured losses exclude losses ceded to the government scheme. The industry will provide protection for a certain 
amount of commercial flood losses as well as a relatively small amount of personal lines excess flood coverage.  Many flood 
losses will be uninsured as the take up rate for flood insurance is limited. Insured losses will likely also be affected by the 
decision of state insurance regulators to instruct insurers not to impose hurricane deductibles on homeowners’ insurance 
claims. 
 
While these forecast potential losses represent staggeringly large numbers, Sandy will likely barely dent the reinsurance 
programs of companies with large market shares in the affected region. Not only did Katrina generate much larger insured 
losses, so did the Tohoku Earthquake affecting Japan in 2011. As such, unless the early estimates wildly understate 
ultimate losses, market participants do not expect Sandy to have a major impact on U.S. catastrophe reinsurance pricing.  It 
may soften the rate of decrease. 
 
On the cat bond front, 72% of outstanding bonds have exposure to the U.S. hurricane peril. The event definition for most 
deals would likely cause Sandy to qualify as a hurricane notwithstanding its degradation to a post-tropical storm prior to 
landfall. Fortunately for investors, the scope and scale of the storm makes it unlikely that any bonds will be triggered solely 
by Sandy. Of course, if losses mount and early estimates prove wrong, some bonds could be at risk. Some think that the 
significant business interruption and demand surge / loss amplification component to the event could trigger greater losses 
than those estimated. 

Sandy put some downward pressure on secondary 
market pricing of potentially affected bonds. For 
example, the Successor Class V – F4 bonds, 
maturing 10 November 2015, sponsored by Swiss Re 
and the East Lane Re IV B maturing 13 March 2015, 
sponsored by Chubb were marked down in the 
aftermath of the storm. Investors also had some 
concern about bonds with aggregate triggers where 
Sandy would contribute to an erosion of the aggregate 
deductible.   
 
Nonetheless, a great many hurricane-exposed bonds 
still trade at a significant premium to par. In sum, 
based on initial loss estimates, we believe that 
Hurricane Sandy will have little if any impact on new 
issue pricing in the cat bond market, especially 
outside the U.S.  
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In the short-term, the market outlook is very positive.  Spreads have been tightening in the primary and secondary markets 
since the late second quarter and recent issuance has seen strong investor demand and successful execution at the lower 
end of pricing guidance. We understand that the market continues to experience inflows of investor capital looking to access 
catastrophe risk. The fourth quarter has seen issuance of approximately $2 billion in the last two years and we expect to see 
a strong quarter again. With issuance to the end of Q3 at $4.0 billion, we continue to forecast the total issuance for the year 
in the $5.5 billion to $6.0 billion range. 

Our trailing twelve month charts below, which look back at the prior year of issuance, detailing average risk spread and 
modeled expected loss for the market, show little change for U.S. hurricane risk as the third quarter is a quiet period for new 
hurricane bonds. The weighted average risk premium and expected loss for hurricane exposed bonds has remained flat at 
12.0% and 2.4% respectively. 

The market for bonds without exposure to U.S. hurricane has seen the weighted average risk premium for non-hurricane risk 
move to 4.9% from 5.7% in the third quarter of last year, while the weighted average expected loss for those bonds has 
reduced to 1.2% from 2.1% over the same period.  The sharp drop being due to a busy third quarter in 2011 for relatively 
high expected loss non-hurricane deals that now drops out of the trailing twelve month figures. 

Market Outlook  
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Willis Capital Markets and Advisory (“WCMA”) is a marketing name used by Willis Securities, Inc., a licensed broker dealer authorized and 
regulated by FINRA and a member of SIPC (“WSI”), and Willis Capital Markets & Advisory Limited, an investment business authorized and 
regulated by the UK Financial Services Authority (“WCMAL”).  Both WSI and WCMAL are Willis Group companies.  Securities products are 
offered through WSI and WCMAL.  Reinsurance products are placed through Willis Re Inc. in the United States and through Willis Limited 
in the UK, both also Willis Group companies.  These materials have been prepared by WCMA based upon information from public or other 
sources.  WCMA assumes no responsibility for independent investigation or verification of such information and has relied on such 
information being complete and accurate in all material respects.  To the extent such information includes estimates and forecasts of future 
financial performance, WCMA has assumed that such estimates and forecasts have been reasonably prepared on bases reflecting the best 
currently available estimates.  No representation or warranty, express or implied, is made as to the accuracy or completeness of such 
information and nothing contained herein is, or shall be relied upon as, a representation, whether as to the past, the present or the future.  
Readers should not place any reliance on any forward-looking statements, noted by such words as “should”, “may”, “expect” and “believe” 
contained herein.  The information contained herein is not intended to provide the sole basis for evaluating, and should not be considered a 
recommendation with respect to, any transaction or other matter.  WCMA is not providing any advice on tax, legal or accounting matters 
and nothing in this communication constitutes an offer or solicitation to sell or purchase any securities and is not a commitment by WCMA 
(or any affiliate) to provide or arrange any financing for any transaction or to purchase any security in connection therewith.  WCMA 
assumes no obligation to update or otherwise revise these materials.  This communication has not been prepared with a view towards 
public disclosure under any securities laws and may not be reproduced, disseminated, quoted or referred to, in whole or in part, without the 
prior written consent of WCMA.  Information contained within this communication may not reflect information known to other employees in 
any other business areas of Willis Group and its affiliates.  WCMA and / or its affiliates may have business relationships with, and may have 
been, or in the future may be compensated for services provided to, companies mentioned herein. 
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Market Outlook (cont’d) 
The longer-term picture for the market, while also very positive, is less clear.  Our interviewee this quarter, Dan Hogan of 
The Hartford, believes the market has room to grow, but that some bounds exist as to the role of non-traditional capacity.  
Dan also expects the market to continue to evolve and would like to see more perils being covered in due course. 
 
In our view, significant growth in assets under management seems very likely over the medium term, but with some 
uncertainty as to who will be managing those assets and what type of product they will invest in. We expect that independent 
catastrophe risk funds will remain the core part of the market, but also expect assets managed by reinsurers (in various 
forms) to increase over time as more reinsurers look to develop a strategy to capitalize on the growing importance of non-
traditional capacity in the catastrophe risk market. In addition, generalist asset managers may reengage in significant direct 
investment as the asset class continues to gain critical scale. 
 
In terms of products, we expect the cat bond market will grow, expand to encompass more risks and shift towards a greater 
acceptance of indemnity triggered structures.  Despite this, we expect more rapid growth will be observed in simpler, private 
collateralized reinsurance transactions, continuing a trend that has been firmly established over the last two years. 
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