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Record Setting Start to 2016 



Normally people focus on pricing trends, loss history, and relative value of 
investments to predict ILS growth. These things certainly matter. What may 
matter even more in the short term to predict growth is something that makes 
reinsurance industry insiders’ eyes glaze over: fair value accounting*.   

You have to stay with this a little bit to get to the punch line. In layman’s terms, 
fair value accounting attempts to capture a market value at a point in time. This 
sounds easy enough.  Often it is, as with a share of listed common stock.    Other 
times a market value is difficult to come by: think of the value of an ice sculpture 
in London in January, which is also not very liquid!.  

In general for traditional reinsurers or sidecars using insurance GAAP accounting, 
property reinsurance contracts are not held at fair value. Conceptually, fair value 
accounting allows for the expected value of future cash flows, discounting, an 
adjustment for risk, counter-party credit risk and market conditions.  

Although ILS funds are subject to fair valuation accounting requirements, 
implementation varies by ILS fund and based on the type of investment. For 
example, most ILS funds approach investments in illiquid securities linked to 
catastrophe excess of loss contracts consistently. If there is a reinsured loss, 
valuation adjustments are reflected through reserving; earned premiums are 
adjusted for seasonality. Approaches for more complex contracts such as 
aggregate excess of loss contracts with aggregate deductible features are mixed 
and some approaches are closer to insurance GAAP rather than fair value.  

For most ILS funds, valuations of investments in illiquid securities linked to 
reinsurance contracts are not normally adjusted for changing reinsurance market 
pricing conditions or for contract and company factors such as mergers. Basically, 
once such an investment is booked, reinsurance market conditions and any 
changed views of risk as a result do not have any impact on fair value.  
Valuations of these investments in essence operate on a mark-to-model basis.  
Where the contract lasts for one year and the market conditions remain relatively 
stable, ignoring factors outside the model is less important than for longer deals 
and during periods of reinsurance or financial market turmoil.  In fact, in the 
ordinary course, the mark-to-market “noise” is often viewed as a distraction by 
investors with a buy and hold mentality. 

So what? Actually, the quality of fair value estimates may matter a great deal.  
More accurate fair valuation makes it less likely investments and balance sheets 
collapse like a house of cards.  In fact, a great deal of the post-Financial Crisis 
effort has focused on applying fair value accounting principles with increased 
accuracy to more and more investments, or, alternatively, sandboxing and/or 
applying significant capital haircuts to illiquid and difficult to value assets.  This 
has happened with the rating agency and regulator treatment of banks. The net 
impact in the credit area has been for returns on difficult to value investments to 
rise relative to liquid investments. For ILS funds, as for other mutual fund 
structures, getting an accurate fair value is key to making sure investors can 
enter/exit a fund at a fair price for the risk they are bearing. 
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Unlike in the broader financial world, the relative value gap for illiquid reinsurance 
investments vs. liquid reinsurance investments via tradable bonds has 
compressed over the same period. Investors generally carry bond investments in 
reinsurance contracts at fair value based on a mark-to-market approach. Bond 
prices are observable and do reflect market conditions and changed view of risks. 
If the required premiums in new issue and secondary trades decline, outstanding 
bonds become more valuable.  

Further, for illiquid investments in reinsurance, ILS funds may not always apply 
fair value accounting principles correctly. A common example is treatment of 
unrealised gains or losses on contracts with aggregate deductible features 
depending on the erosion to the deductible.  So some investors may be valuing 
illiquid investments linked to private reinsurance more like reinsurers booking 
reinsurance.   

And now for the punchline: because of these differences both (a) in investment 
selection (i.e., investment in liquid bonds vs. investments in illiquid private 
securities) and (b) in the variability in applying fair valuation to illiquid private 
securities, some ILS funds with more collateralized reinsurance investments show 
differentiated returns and less month-to-month portfolio volatility than peers using 
other either inconsistent valuation approaches to illiquid investments or holding 
relatively more liquid bonds, and at the same time those same ILS funds have 
potentially less accurate portfolio valuations than their peers making entry/exit 
less fair. More and more end investors are coming to understand this.   

This understanding brings pressure for two changes: more consistency in 
valuations of illiquid investments in reinsurance and relatively more liquid 
investments such as tradable bonds.  Over the last five years, pension funds and 
consultants have pushed hard for transparency in cat modeling. Since they “pay 
the bills” so to speak, the ILS funds and ceding companies have responded with 
more modeling information.  Perhaps the same thing will happen here for more 
transparency on liquidity and valuation.  

As with better modeling, more transparency should lead to a larger ILS market.  
For example, if a push towards transparency leads to increased bond issuance, 
the resulting increase in liquidity would make it possible for mutual funds, which 
place a much higher premium than pension funds on liquidity for its own sake 
(rather than simply for increased accuracy in valuation)  to continue to grow their 
assets and impact in the reinsurance space. In contrast to a potentially foggy 
future of illiquidity and intransparency, we may be on the cusp of even more 
growth in ILS if robust transparent fair value accounting becomes more common. 

 

* Note that “fair value accounting” is used conceptually rather than as a precise 
technical term here. 
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Breaking Q1 2015’s record, the first quarter of 2016 saw new issuance volume of 
$2.0 billion of non-life capacity, the most of any first quarter in history. This 
capacity was issued through 9 transactions and 13 tranches, up 35% with respect 
to Q1 2015’s $1.5 billion in 7 deals. All the first quarter issuances were sponsored 
by repeat sponsors. In addition, Q1 2016 ended with $23.2 billion outstanding, also 
a record for any quarter end. 

Other than the Japanese bonds Akibare Re and Aozora Re, the first quarter was 
dominated by U.S. transactions offering healthy returns to investors. Merna Re 
2016-1 was the only U.S. transaction paying a coupon lower than 5.00%. 

The first deal of the year was SCOR’s latest catastrophe bond, Atlas IX Capital 
DAC 2015-1: a four-year weighted industry index cover on an aggregate basis 
against U.S. named storms and U.S. and Canada earthquake. The transaction has 
a 3.29% expected loss and priced at a spread of 7.50%, at the top end of the initial 
guidance range of 7.00% to 7.50%. The transaction settled at $300 million in size, 
a 20% upsize with respect to the initial SCOR’s target. 

XL Insurance has sponsored a $300 million bond: Galileo Re Ltd. 2016-1. The deal 
provides coverage for named storms, U.S. & Canada earthquake and Europe 
windstorm, offering investors plenty of risk for a commensurate coupon. Galileo Re 
2016 covers losses on an annual aggregate basis over a three-year period from 
both XL or Catlin branded subsidiaries. The bond is divided into three $100 million 
tranches and all of them priced at the bottom end of guidance, which was revised 
during the marketing phase below the low end of the initial guidance. Class A with 
an expected loss of 9.52% priced at a spread of 13.50%, Class B with an expected 
loss of 4.96% priced at a spread of 9.00%, and Class C with an expected loss of 
3.09% priced at a spread of 7.00%. 

As in previous years, Heritage P&C Insurance sponsored a deal, Citrus Re 2016-
1, a three-year bond with an indemnity trigger on a per occurrence basis. The two 
tranches, which cover U.S. named storms, amount to $250 million of cover. With 
respect to the Florida the transaction effectively replaced a portion of the FHCF 
coverage. This was the first ILS deal since Vesta’s NeHi deal in 2000 to have a 
substantial contribution to expected loss from Hawaii hurricane risk: the pending 
acquisition of Zephyr adds Hawaii residential hurricane risk to the subject business 
and Hawaiian windstorm contributes 34% of total expected loss in Class D-50 
Notes and 24% in Class E-50 Notes. Class D-50 priced at a spread of 7.50% for 
$150 million in size. Class E-50 priced at a spread of 10.50% for $100 million in 
size. 

With $270m of cat bond capacity maturing from its 2013 issuance, Nationwide 
returned to market in 2016 and secured $300 million of indemnity cover on a per 
occurrence basis. Caelus Re IV Ltd. 2016-1 provides coverage against U.S. 
named storms, earthquake, severe thunderstorm, winter storm, wildfire, volcanic 
eruption and meteorite impact. The sponsor broadened the underlying risk  
including both personal and commercial lines as well as excess & surplus 
specialty lines. The notes priced at a spread of 5.50% and upsized by 33% to $300 
million in size. 
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Espada Re 2016-1 is the newest transaction sponsored by USAA. It was an 
agency rather than an underwritten deal. It protects USAA against U.S. tropical 
cyclones, earthquake, severe thunderstorm, winter storm, wildfire, volcanic 
eruption and meteorite impact. Moreover, USAA has also added a classification of 
“other perils” identified as catastrophes by reporting agency PCS. “Other perils” 
will therefore include flooding risks, storm surge, rainfall events, avalanche and 
any other non man-made events. As a result, the un-modelled perils listed above 
can contribute to the UNL and increase the share of recoveries for USAA. The 
bond has an indemnity trigger on an annual aggregate basis. The notes are 
covering a very wide layer with an attachment probability of 9.65% and an 
expected loss of 2.25%. The transaction settled at $50 million in size, the bottom 
end of USAA’s target, and priced at a spread of 5.75%, the top end of the initial 
guidance. 

Safepoint Insurance Company is the sponsor of a $95 million bond: Manatee Re 
Ltd. 2016-1 which covers losses from Safepoint and any of  its current or future 
subsidiaries and affiliates. As with Espada Re, it was not an underwritten deal. The 
bond provides protection on an indemnity, per occurrence basis over a three-year 
period against named storms, initially in the states of Florida and Louisiana. The 
notes were divided into 3 tranches. Class A priced at a spread of 5.25%, the mid 
point of the revised guidance for $75 million in size. Class B was offered to 
investors with spread guidance of 7.00% to 7.75% but was withdrawn. Class C 
with en expected loss of 11.41% was more risky than Class B and priced at a 
spread of 16.25%, the top end of the initial guidance, while remaining at $20 
million in size. 

MSI is the sponsor of the $200 million Akibare Re 2016-1, a replacement for 
Akibare II, and the first cat bond using an indemnity trigger for MSI. The cover 
provides four years of protection on an annual aggregate basis against typhoons 
and flood following; stand-alone flood and other unmodelled perils are not covered. 
The bond is denominated in USD but the attachment and exhaustion points are 
still expressed in JPY terms. The transaction was met with significant interest from 
investors, upsizing by 15% and settling at $200 million while pricing at a spread of 
2.50%, at the lower end of the initial guidance range of 2.50% to 3.00%. 

Aozora Re 2016-1 is the second issuance from Sompo Japan Nipponkoa 
(excluding bonds issued by predecessor companies). The deal features an 
indemnity trigger on a per occurrence basis and provides coverage for fire 
insurance policies during a typhoon. It covers wind & flood following risks but not 
flood on a stand-alone basis as in Akibare Re 2016-1. The notes are riskier than 
the Aozora Re 2014 bond with an expected loss of 0.90% vs. 0.52% of the 
previous transaction. The term of the cover is four years instead of three years 
while the 2016 deal is denominated in USD instead of JPY. The bond settled at the 
bottom of the initial spread guidance of 2.20% to 2.70% and upsized to $220 
million from an initial size of $175 million. The demand was led by the redemption 
of many diversifying bonds in the first half of 2016 and, in particular, the 
unexpected early redemption of Kizuna Re 2015 encouraged investors to find new 
investment opportunities. 

“USAA added to 
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Q1 2016 Cat Bond Market Issuance Overview  (Continued) 
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State Farm brought $300 million of Merna Re 2016-1 notes to the market in the 
form of private placement. The transaction covers U.S. earthquake in the New 
Madrid region for a three-year period featuring an indemnity trigger on a per 
occurrence basis. As in Merna Re 2015-1, Merna Re 2016-1 has an expected loss 
of  0.41%, but priced higher at 2.25% vs. 2.00% in the 2015 transaction. 

Finally, currently in the market is Operational Re Ltd., a CHF630 million bond 
sponsored by Credit Suisse. The transaction is an operational risk insurance 
securitisation which has been marketed in Q1 2016 but has not yet closed. If it 
does close, we will cover this deal in the next ILS Market Update. 

Q1 2016 also saw the issuance of one L&H transaction: Vitality Re VII sponsored 
by Aetna. The bond will cover Aetna for a four-year period (vs. three-year for 
Vitality VI). Triggered by Aetna’s medical benefit ratio (MBR), the Class B Notes 
have an expected loss of 47 bps (vs. 62 bps in 2015) after a new risk model 
release while the Class A Notes have the usual expected loss lower than 1bps. 
Both tranches priced at the upper end of guidance: Class A tranche’s coupon is 
215 bps (vs. 175 bps in 2015) and Class B coupon is 265 bps (vs. 210 bps in 
2015). This is the first time a Vitality issuance priced at a wider level than the 
previous one: including structuring features more favourable to Aetna such as the 
four-year term partly explained the increased spreads. 

“Q1 2016 also 
saw the issuance 

of one L&H 
transaction: 

Vitality Re VII” 

Source: WCMA Transaction Database as of 03/31/2016. 
(a) EL for hurricane deals is based on WSST conditioned catalog for AIR and medium-term catalog for RMS. 
Note: Data exclude private ILS deals with a size smaller than $100 million. 
Data include Manatee Re Ltd. 2016-1 and Espada Re Ltd. 2016-1 CL 20, agency placements with no underwriting. 

($ in millions) 

Non-Life Q1 2016 Cat Bond Issuance(a) 

Sponsor Issuer / Tranche Issue Maturity Amount EL Spread Basis Risk Trigger

State Farm Merna Re Ltd. 2016-1 Mar-16 Apr-19 $300 0.41% 2.25% OCC US Earthquake Indemnity

Sompo Japan Aozora Re Ltd. 2016-1 Mar-16 Apr-20 $220 0.90% 2.20% OCC Japan Wind Indemnity

Mitsui Sumitomo Akibare Re Ltd. 2016-1 Mar-16 Apr-20 $200 1.19% 2.50% AGG Japan Wind Indemnity

Safepoint Manatee Re Ltd. 2016-1 A Mar-16 Mar-19 $75 1.15% 5.25% OCC Named Storm Indemnity

Safepoint Manatee Re Ltd. 2016-1 B Mar-16 Mar-19 Withdrawn 3.47% Withdrawn OCC Named Storm Indemnity

Safepoint Manatee Re Ltd. 2016-1 C Mar-16 Mar-19 $20 11.41% 16.25% OCC Named Storm Indemnity

USAA Espada Re Ltd. 2016-1 CL 20 Mar-16 Jun-20 $50 1.93% 5.75% AGG
Tropical Cyclone, EQ, Sev. T / W Storm, 
Wildfire, Volcanic Eruption, Meteorite, Other

Indemnity

Nationwide Caelus Re IV Ltd. 2016-1 Feb-16 Mar-20 $300 1.94% 5.50% OCC
Named Storm, EQ, Sev. T / Winter Storm, 
Wildfire, Volcanic Eruption, Meteorite

Indemnity

Heritage Citrus Re 2016-1 D-50 Feb-16 Feb-19 $150 3.31% 7.50% OCC Named Storm Indemnity

Heritage Citrus Re 2016-1 E-50 Feb-16 Feb-19 $100 6.29% 10.50% OCC Named Storm Indemnity

XL Insurance Galileo Re Ltd. 2016-1 A Jan-16 Jan-19 $100 9.52% 13.50% AGG
US & CAN EQ, US Named Storm,
EU Windstorm

PCS /
PERILS

XL Insurance Galileo Re Ltd. 2016-1 B Jan-16 Jan-19 $100 4.96% 9.00% AGG
US & CAN EQ, US Named Storm,
EU Windstorm

PCS /
PERILS

XL Insurance Galileo Re Ltd. 2016-1 C Jan-16 Jan-19 $100 3.09% 7.00% AGG
US & CAN EQ, US Named Storm,
EU Windstorm

PCS /
PERILS

SCOR Atlas IX Capital DAC 2016-1 Jan-16 Jan-20 $300 3.29% 7.50% AGG US Named Storm & EQ, CAN EQ PCS

Q1'16 Total: $2,015



Overview 

Best’s Capital Adequacy Ratio (“BCAR”) is a measure of the strength of an 
insurance company’s balance sheet and is used by A.M. Best in its rating 
methodology for (re)insurance companies. A.M. Best recently announced the 
publication of a proposed revision for the criteria procedure of the calculation of the 
U.S. Property & Casualty BCAR. The implementation of the new credit rating 
methodology is expected in Q1 2017. Among the factors reviewed is the treatment 
of catastrophe risk. The changes could have a potential impact on reinsurance and 
ILS cover needs for US P&C (re)insurers. 

Proposed revision 

One main change is that catastrophe risk is now treated as a separate category 
and can no longer be mitigated through diversification with other types of risks. To 
do so, A.M. Best decided to move the catastrophe risk from a deduction to the 
Available Capital to an increase in the Required Capital, as shown in the illustrative 
equations below. This is a very conservative approach with respect to most 
insurers’ internal capital models and could potentially lead to a severe deterioration 
of the BCAR for certain diversified US insurers, and therefore their rating. 

Another change is that A.M. Best will now calculate multiple BCARs, based on 
several return periods. As a result a 1/20, 1/100, 1/200, 1/500 and 1/1000 year 
return BCAR will be calculated. For the catastrophe risk, A.M. Best will use the 
relevant PML on a per-occurrence worldwide view. For certain perils where much 
of the risk is beyond 1/200 (e.g., New Madrid earthquake) this change could drive 
additional demand. Using a per occurrence view has pros and cons. It will give 
much more clarity about the robustness of a (re)insurance company to various 
stress tests, even at levels which are more conservative than other rating 
agencies. However, it is still based on a per-occurrence basis, which is not as 
precise as an aggregate basis as a (re)insurance company could still be exposed 
to the occurrence of a series of medium size events. 

This latest point is one which penalizes ILS markets over rated-entities greatly, as 
ILS investors are particularly well suited to support aggregate covers. A 
(re)insurance company particularly focused on its A.M. Best rating may indeed 
focus on optimising its 1st and 2nd event retentions as opposed to looking at its AEP 
curve. An unintended side effect may be that the reinsurance spent for U.S. 
(re)insurers may modestly increase as attractiveness of ILS capacity is reduced. 

Methodology Comparison 

Previous Methodology: 

BCAR =  
Available Capital

Net Required Capital
 

Proposed Methodology 

BCAR = 1 −  
Net Required Capital

Available Capital
∗ 100 

By sitting outside the 𝑥, cat losses cannot be mitigated through diversification. 
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where AC = Reported Capital – 

where NRC = 

Equity Adjustments 
Debt Adjustments 

Future Operating Losses 
Catastrophe Losses 

(Various charges)^1/2 
+ Business RISK 

+ Catastrophe Losses 
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Par Outstanding by Expected Loss  at Issuance  Par Outstanding by Risk Peril 

Total: $23.2 billion(b) Total: $20.8 billion(a) Total: $23.2 billion Total: $20.8 billion 

Peak Multiperils US Wind US Quake 

Others Non-Life Japan Quake 

Euro Wind 

Div. Multiperils 2.51% - 4.50% 

<0.75% 0.76% - 1.50% 1.51% - 2.50% 

>4.51% 
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Non-Life ILS Issuance by Quarter (2011 – Q1 2016) (c) 

($ in billions) 

Non-Life Capacity Issued and Outstanding by Year (c) 
($ in billions) 
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(c) All issuance amounts reported in or converted to USD on date of issuance.  
Source: WCMA Transaction Database as of 03/31/2016. 
Note: Data exclude private ILS deals with a size smaller than $100 million. 
Data include Manatee Re Ltd. 2016-1 and Espada Re Ltd. 2016-1 CL 20, agency placements with no underwriting. 
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Source: WCMA Transaction Database as of 03/31/2016. 
(a) In aggregate, 67% of all capacity outstanding exposed to U.S. Wind. 
(b) In aggregate, 68% of all capacity outstanding exposed to U.S. Wind. 
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Quarterly LTM U.S. Wind Exposed Weighted Average Risk Premium & Expected Loss 

Source: WCMA Transaction Database as of 03/31/2016. 
LTM = Last twelve months. Data is for primary issuance and does not reflect secondary trading.  
Note: Data exclude private ILS deals with a size smaller than $100 million. 
Data include Manatee Re Ltd. 2016-1 and Espada Re Ltd. 2016-1 CL 20, agency placements with no underwriting. 

Quarterly LTM Non-U.S. Wind Exposed Weighted Average Risk Premium & Expected Loss 
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Q1 2016 ILS Market Statistics (Continued) 

“Investors 
rebalanced their 
portfolio in front 
of this primary 

offering and 
finished the 

quarter off with 
an appetite to 

spend” 

The first quarter ushered in some early primary issuance and initially had investors 
focused on prioritizing the various new issuances.  

The secondary market was active with investors taking opportunities to rebalance 
their portfolio in front of this primary offering. Prices initially gently dipped and then 
stabilized throughout the quarter only to finish with a strong bid tone. We continue 
to notice investor preference for high absolute yields and as a consequence the 
high yielder margins continued to narrow as the low yielders widened out a bit. 

Mexico’s hurricane Patricia made headlines with its last and final surprise as it 
presented a 50% loss to the Multicat Mexico C bonds. These bonds were not for 
the faint of heart. Holders saw these bonds trading above par, at 4, and then back 
to 50 cents on the dollar.  

Investors finished the quarter off with cash in their pockets and an appetite to 
spend. March alone had approximately $1 billion of maturities (and 
announcements of early called bonds) with another $3 billion maturing in Q2. We 
expect the bid tone to continue. 
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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 Towers Watson companies. 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.. 
 

Howard Bruch 
Managing Director & Head of S&T 

 
+1 (212) 915-8407 

 
howard.bruch@willistowerswatson.com 

The Insurance Industry Experts 

WCMA Contacts 

William Dubinsky 
Managing Director & Head of ILS 

 
+1 (212) 915-7770 

 
william.dubinsky@willistowerswatson.com 

New York   London   Hong Kong   Sydney 
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Brad Livingston 
Vice President 

 
+1 (212) 915-8134 

 
bradley.livingston@willistowerswatson.com 

Quentin Perrot 
Vice President 

 
+44 20 3124 6499 

 
quentin.perrot@willistowerswatson.com 

http://www.willis.com/client_solutions/services/wcma/ 
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