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The fourth quarter of 2012 saw new issuance volume of $1.9 billion of non-life capacity.  This capacity was issued through 7 

transactions (Q4 2011: $1.9 billion in 9 deals).  Total non-life issuance for the year of 2012 was $5.9 billion (2011: $4.3 

billion).  All of the sponsors were repeat sponsors, including serial issuers such as Munich Re, Swiss Re, Chartis and USAA.  

Three transactions were sponsored by reinsurers, three by  primary insurers and one by a government entity. 

Q4 2012 Non-Life Cat Bond Market Issuance Summary 
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The first transaction of the quarter was from the Government of Mexico which came to market with their MultiCat Mexico 

2012  transaction, which provided $315 million of occurrence coverage against Mexico earthquake, Atlantic hurricane and 

Pacific hurricane for a little over 3 years.  The transaction utilized a parametric trigger with detailed parameters for each 

tranche.  MultiCat Mexico 2012 represented the third time Mexico accessed the catastrophe bond market.  

Munich Re returned to the market, with yet another issuance of their Queen Street franchise.  Queen Street VII (2nd 

transaction of the quarter) provided $75 million of occurrence coverage against U.S. hurricanes and European windstorms.  

The structure featured a county weighted PCS and CRESTA weighted PERILS trigger.  The transaction continued the strong 

trend of execution seen during the fourth quarter. 

Swiss Re brought their Mythen franchise to the market a second time in 2012, securing $200 million of per occurrence 

coverage for U.S. hurricane and U.K. mortality risk.  Class A of Mythen Re 2012-2, was the first catastrophe bond to combine 

hurricane and mortality risk into a single tranche of notes.  The Mythen issuance was originally intended to be comprised of 

three tranches, but Class B was eventually withdrawn. 

SCOR secured approximately $229 million(b) of retrocessional cover for U.S. hurricanes, U.S. earthquakes and European 

windstorms. Pricing for the European wind tranche was extremely competitive at 3.65%.  The Class A notes covering U.S. 

Wind and Quake, provided coverage on an annual aggregate basis and utilized a county weighted PCS industry loss trigger.  

The Class B notes, covering European Windstorm provided coverage on a per-occurrence basis and utilized a CRESTA 

zone weighted PERILS industry loss index trigger. 

USAA came to market with a second issue for 2012, securing $400 million of coverage for U.S. hurricane, U.S. earthquake 

and severe convective storm.  Residential Re 2012-II provides per occurrence coverage for hurricane, earthquake (with fire-

following), severe thunderstorm, winter storm and wildfire (California only) to USAA.  The Class 1 notes were issued at a 

spread of 4.50%, which along with the spread on Class A (also 4.50%) of Combine Re (sponsored by Swiss Re in the first 

quarter of 2012) were the lowest spreads on U.S. Hurricane exposed bonds issued in 2012. 

 
Source: WCMA Transaction Database as of December 31, 2012. 

(a) Carries an optional  call feature, exercisable on January 1, 2014 or January 1, 2015.  

(b) Issue was Euro denominated and the initial issue amount was €130, converted at prevailing FX rates to USD. 

(c) Tranche B of the Mythen Re transaction by Swiss Re was eventually withdrawn. 

($ in millions)

Issue Risk

Sponsor Issuer / Tranche Date Term Amount Spread Basis Risk

Zurich American Lakeside Re III 12/28/12 3.1 $270 8.00% AGG US and Canadian Earthquake

Chartis Compass Re Ltd. 2012-I 12/27/12 2.0 400 14.25% OCC US Hurricane and Earthquake

USAA Residential Re 2012-II - 1 11/30/12 4.0 155 4.50% OCC US Hurr., US Quake and SCS

USAA Residential Re 2012-II - 2 11/30/12 4.0 70 5.75% OCC US Hurr., US Quake and SCS

USAA Residential Re 2012-II - 3 11/30/12 4.0 95 12.75% OCC US Hurr., US Quake and SCS

USAA Residential Re 2012-II - 4 11/30/12 4.0 80 19.00% OCC US Hurr., US Quake and SCS

SCOR Atlas Re VII - A 11/01/12 3.2 60 8.00% AGG US Hurricane and Earthquake

SCOR Atlas Re VII - B 11/01/12 3.2 169 3.65% OCC European Wind

Swiss Re Mythen Re Ltd. A 11/01/12 4.2 120 8.50% OCC US Hurricane & UK Mortality

Swiss Re Mythen Re Ltd. C 11/01/12 4.0 80 11.75% OCC US Hurricane

Munich Re Queen Street VII 10/31/12 3.4 75 8.60% OCC US Hurricane

Govt. of Mexico MultiCat Mexico 2012 A 10/15/12 3.1 140 8.00% OCC Mexico Earthquake

Govt. of Mexico MultiCat Mexico 2012 B 10/15/12 3.1 75 7.75% OCC Mexico Atlantic Hurricane

Govt. of Mexico MultiCat Mexico 2012 C 10/15/12 3.1 100 7.50% OCC Mexico Pacific Hurricane

Total $1,889

(a) 

(b) (a) 

(c) 

(c) 
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The penultimate transaction of the year was a $400 million catastrophe bond issued by Chartis providing cover for U.S. 

Hurricane and Earthquake.  Compass Re was a private deal with limited distribution.  

The final new issue of the quarter was a return to the market for Zurich, which issued its 4th catastrophe bond since 2005.  

Lakeside Re III provided Zurich with $270 million of U.S. and Canada earthquake protection, on an annual aggregate 

ultimate net loss basis.  An interesting new feature of the bond was the requirement for any covered earthquakes to have a 

shaking intensity of greater than VI within the covered territory.  Coverage was further limited by an hours clause. 
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Capacity Issued and Outstanding by Year 

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

($ in millions) 

Source: WCMA Transaction Database as of December 31, 2012. 
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Money continued to flow into ILS funds during the final quarter of 2012.  Primary issuance was insufficient to meet investor 

demand, and bonds remained scarce.  This caused bonds to get bid up aggressively, even during the tail of the wind 

season.   

Sandy’s late season arrival will surely be a poignant reminder that even small probabilities can come to fruition.  The 

uncertainty around Sandy’s impact on the potentially exposed cat bonds was reflected in the secondary market mark-downs 

throughout the month of November.  The storm hit home with a wide array of investors due to the landfall at high tide, wide 

footprint, and storm surge impacting a densely populated area with high total insured values. 

Some investors saw opportunities, where others relished the “liquidity.”  Light trading did occur but most market participants 

avoided trading bonds that could be impacted by Sandy loss developments.  It was only with the various loss 

announcements and the lower than expected PCS loss estimate at the end of November, that newly confident buyers 

emerged.  

Most ILS investors were hoping that early December would be full of new issuances as it had been historically.  However 

they were disappointed to have a primary issuance calendar with fewer bonds than necessary to meet their cash 

inflows.  We believe investors will anxiously welcome the new issuances that are in the pipeline for the first quarter of 2013. 

 

Secondary Market 
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Source: WCMA Transaction Database as of December 31, 2012. 

(a) In aggregate, 67% of all capacity outstanding exposed to U.S. Wind. 

(b) In aggregate, 71% of all capacity outstanding exposed to U.S. Wind. 

 

Total: $15.2 billion(b) Total: $12.5 billion(a) Total: $15.2 billion(b) Total: $12.5 billion(a) 

Other (incl US Wind) 

US Wind & Quake US Wind US Quake Euro Wind 

Japanese Perils Other (excl US Wind) 

Legend: Legend: 

<0.75% 

0.76% - 1.50% 1.51% - 2.50% 2.51% - 4.50% 

>4.51% 

2012 saw the second highest level of catastrophe bond issuance on record.  At year end $5.9 billion of catastrophe bonds 

had been issued, representing a 37% increase over 2011. As with the majority of 2012 transactions, AIR performed the risk 

analysis for most of the quarter’s new issues.   

During the fourth quarter $815 million of bonds matured, meaning outstanding on risk-capacity increased by $1.1 billion 

during the quarter.  U.S. hurricane exposed transactions continue to dominate the non-life market, with 71% of outstanding 

cat bond limit exposed to U.S. hurricane risk of some form.  This represents a 4% year-over-year increase from 2011, when 

67% of all limit was exposed to U.S. hurricane.  U.S. hurricane continues to be the predominant catastrophic natural peril 

being securitized and sold in the capital markets.  

 

Q4 2012 Cat Bond Market Issuance (cont’d) 
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What is your background?  How did you get involved in ILS? 

I joined S&P in 1998 and from the very beginning became intrigued by the Insurance-Linked Securities (ILS) market, finding 

it extremely compelling.  I was first exposed to ILS as I sat on a number of rating committees and boards.  A few years later, 

in 2005, I started serving as a support analyst on a number of ILS transactions. Eventually, in 2006 I became the lead analyst 

on catastrophe bond and other ILS transactions, never looking back! 

What other types of deals do you rate? 

Primarily I rate, ILS transactions for P&C and Life issuers.  I have issued ratings on natural peril catastrophe bonds, XXX, 

AXXX and longevity / mortality risk derivatives. Additionally, I rate funding agreement backed transactions, guaranteed 

investment contracts (GIC) and embedded value (EV) transactions.  

Any evolving trends in ILS ratings? 

A recurring trend that I have seen in the ILS market is the large issuance of bonds covering U.S. perils, especially U.S. Wind.  

Given that the catastrophe bond market has a limited number of investors (relative to other asset classes), this naturally 

creates a significant concentration risk for investors.  In response, issuers are coming to market with diversifying perils and 

exposures.  If investors can achieve a high degree of comfort with the modeling for these other types of perils and pricing 

coming from these modeled results, investors certainly would be more inclined to allocate capital to these issues.  An 

additional consideration has to be whether the insured value exposed to these non-traditional perils is material enough to 

make a securitization economically viable and attractive. 

Additionally, the tenor of cat bonds is increasing to four years in comparison to the conventional three.  This is attractive to 

investors who are looking for longer term returns as well as issuers who are looking to lock in consistent pricing for a longer 

duration.  Durations of life ILS deals, involving investors taking on redundant reserve risks, have decreased from what we 

saw in 2005-2006 which was 30 (or more in the case of ‘AXXX’ securitizations) years to between 15 and 20 years. This is up 

however from the 5-10 year range we saw in 2009.  

Finally, we are seeing a trend in which U.K. pension funds are ceding some of their longevity risk to the capital markets.  This 

is a trend we certainly expect to see in the U.S. as well in the next three to four years.  Already, we saw General Motors 

transfer approximately $25 billion worth of pension obligations to Prudential Insurance.  Furthermore, in 2010 Swiss Re 

sponsored the first longevity risk linked catastrophe bond, Kortis Capital to be rated by S&P.  

Do you anticipate the return of ILS beyond cat bonds in the next few years? 

I do not expect a return to 2005 / 2006 issuance levels or the type of issuance, when most deals were complex, non-recourse 

XXX deals with extremely long tails.  In the life ILS space, future deals will probably continue to have shorter tails. 

From an investor’s perspective, credit and insurance risk, are primary concerns when taking on securitized insurance risk. 

With the collapse of the market for mortgage-backed securities, the assets that were used to generate spread income were 

no longer available.  Investors also became wary of the credit risk inherent in these structures.  Combining the credit risk with 

the insurance risk drove up the return sought from investors to non-economic levels. To counteract this, investors began 

wanting shorter term transactions, with the issuer maintaining much of the credit risk, or the investment guidelines limiting 

credit risk to the investor.  

 

WCMA Interview: Gary Martucci 

WCMA Interview: Gary Martucci 
Gary Martucci is a director with Standard and Poor’s Financial Services Ratings Group.  Gary is 

responsible for analyzing insurance linked securitizations including ‘XXX’, ‘AXXX’, EV, natural 

catastrophe bonds, GIC and funding agreement backed transactions. 

Prior to S&P, Gary spent nearly ten years in the mortgage finance department at Lehman 

Brothers.  He was a Vice President and responsible for closing residential whole loan, rated pass-

through and agency transactions.  Gary received an MBA from NYU with a concentration in 

Finance and Accounting. 

  

Note: Gary Martucci is a director at Standard and Poor’s, specializing in Financial Institutions rating and is not affiliated with Willis Capital Markets & Advisory 

or its affiliates. The views expressed herein by Mr. Martucci are his personally and do not reflect the views of Standard & Poor’s, Inc. or Willis Capital Markets 

& Advisory or its affiliates. 
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Source: WCMA Transaction Database as of December 31, 2012. 

LTM = Last twelve months. Data is for primary issuance and does not reflect secondary trading.  

WCMA Interview: Gary Martucci (cont’d) 

  Could you articulate the value a rating brings to a deal where you have sophisticated investors knowledgeable 

about modeling and underwriting? 

Having a rated issue definitely increases the potential size of the investor base, since many investors require a rating to 

satisfy internal investment criteria.  Furthermore, we’ve been told having a rated deal usually results in a lower funding cost 

to the issuer.  

The structuring and issuance process becomes much more transparent as well.  S&P has detailed ratings criteria, so 

investors have a very good idea of how a particular bond is structured and what the implied risk to their capital is.  

Investors who are familiar and comfortable with our ratings methodology can also save considerable time on due diligence, 

knowing that we have rigorously examined the transaction before issuing a rating.  

Do you find it easier to monitor ILS deals given some of the increased transparency post-2011? 

There is definitely increased transparency around the issuance of ILS.  However, the entire rating process around deals 

has become more involved and time consuming as all deal documents are now posted to online repositories for review by 

investors and rating agencies.  By implication, if I ever have additional ratings related questions they must be routed 

through the administrators of these online data-sites.  Additionally, there is room for misinterpretation of my questions 

when not heard directly.  

What do you like most about the ILS space? 

Personally, I find the ILS market is filled with extremely smart people that have differing views on risk and pricing.  This is a 

challenging, yet rewarding space to operate in. Additionally, the market is constantly evolving with new products and in 

response to a changing environment.  For instance, until Tohoku, an earthquake greater than Mw 8.3 was inconceivable 

and no one ever expected inland flooding from a hurricane (such as what happened with Hurricane Irene) to extend so far 

up the coast, almost to Vermont.  In this industry, no two days are the same and I can be constantly challenged and 

amazed by the nature of the evolving work of ILS.   
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Bill Dubinsky 

Head of ILS 
(212) 915-7770 

william.dubinsky@willis.com 

Howard Bruch 

Head of S&T 
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Market Outlook 

Willis Capital Markets and Advisory (“WCMA”) is a marketing name used by Willis Securities, Inc., member of FINRA and 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 
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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 
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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. 
 

In 2012 capital markets support for excess of loss natural catastrophe risk grew dramatically.  Investors put their money to 

work in both cat bonds and collateralized reinsurance with both products emerging as big winners.   

We see no signs that this growth will slow down in 2013.  Pension funds, endowments and life insurers are continuing to 

increase their allocations to alternatives, especially those that performed well during the Financial Crisis and the insurance 

risk sector is a major beneficiary.  More capital will likely come in and will be deployed in cat bonds and collateralized 

reinsurance as well as industry loss warranties (ILWs).  Demand for the products continues to grow as ceding companies 

value the capacity diversification and collateral (effectively counterparty diversification) provided by the new capital markets 

investors.  Note that this is in addition to the third party capital flowing to reinsurers in sidecars and similar vehicles.   

Cat bonds and collateralized reinsurance transfer the same risk to the same investors for the benefit of the same ceding 

companies using substantially the same intermediaries. Even the triggers are the same: 2012 saw indemnity triggers used 

by an even larger numbers of cat bond sponsors and increasing use of index triggers for collateralized reinsurance.  The 

decision between the products (which are not mutually exclusive) is a tradeoff between, on the one hand, multi-year cover 

and lower ongoing costs for cat bonds through greater syndication and increased liquidity and, on the other hand, increased 

flexibility, speed of execution and lower up-front costs for collateralized reinsurance. 

 

Our tentative prediction is that 2013 will see $6 to $7 billion of cat bonds covering natural catastrophe risk.  To the extent 

investment grade deals once again become feasible and desired there is substantial upside to this number.  Private cat bond 

deals are also an area of potential growth. 

Beyond cat bonds, collateralized reinsurance and ILWs will likely continue to see an explosion in third party capital interest 

by reinsurers and asset managers.  This is manifesting itself in sidecars, hybrid reinsurers / ILS funds, and joint ventures.  In 

addition to the life ILS and other products mentioned in the above interview with Gary Martucci, we also continue to see new 

product development beyond natural catastrophe risk although regulatory uncertainty (i.e., Solvency II, Dodd-Frank, US 

GAAP / IFRS Convergence) continues to slow down these efforts. 


