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For this event, we invited major representatives from the ILS community to give their individual
views on
A Issuance activity in 2011 A Alignment of interests among all participants
A Major developments in ILS structures, to generate a liquid and viable market
pricing, cat modeling and ILS portfolio A Outlook for 2012 and
management A Specific topics raised by the audience
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Q2 2011 Review

Outstanding cat bond volume declines as sponsors hold off from large-scale issuance activity

A With the Hurricane season approaching and many Market In-/Outflows 2011 YTD (in USD mn)t
US insurers renewing their coverage in June/July,

. Muteki Default Outstandin
the ILS market generally sees its strongest — g

B vaturities [l I1ssuances T3
12,423 1,235

issuance activity during the second quarter —= o5 55

A While heavy issuance activity from the first half of T 3300 .
2008 led to USD 3.3bn in maturities in the first half 1,711mn
of 2011, the market saw a strong capital outflow I I I Ol?l?l%i\tl\?lto

as only four transactions with a total volume of Investors

USD 592mn were issued in the second quarter

M -
592 1 300

A In particular, the launch of RMS érew model N 10412

RiskLink v11 7 which includes a strong rise in

inland Hurricane exposure i led to uncertainty 1 ___ ‘-;
among insurers regarding traditional and ILS End of o1 Q2 End of
pricing and the amount of protection required 2010 Q22011

A Consequently, while the market saw Argo Re as a first-time sponsor with its second-event cat bond Loma Re Ltd.,
several strategic US insurers were reluctant to lock in multi-year pricing of cat covers and hence did not renew their
maturing cat bond programs

A As a result, maturities strongly outpaced issuances and i adjusting for the default of Japanese Earthquake bond
Muteki Ltd. T roughly USD 1.7bn of liquidity was returned to investors; this capital was either invested in other
alternative risk transfer formats (e.g. ILWs or collateralized reinsurance) or is still seeking to be reinvested

US Hurricane investors’ return expectations increa
A Sponsors attempted to shun adverse pricing — Pricing vs. Volume of Non-Life Issuances (in USD mn)? —
effects arising from R M'S &ew model, relying on e et
AIR as modeling agency for all transactions in Q Q
the second quarter of 2011 1600 ~Spread (in bps)--------- = —--mmm— oo

A Investor appetite remained strong, causing an
issue-by-issue upsizing of 21% in aggregate 1200 F====mmmmmmm e s e S

A However, a second quarter comparison of bond
pricing between 2010 and 2011 indicates that Ll I i A A

modeled Hurricane exposures in RiskLink v11
were nonetheless priced into cat bond offerings 400 Fm=q-=-==--q--m - - - B ittt ald e
p . . Expected
A Excess demand hence did not go along with Loss (in %)
tightening risk premiums as seen in previous ' ' ' i ' i ' ' ' ' '
0 1 2 3 4 5 o 1 2 3 4 5

quarters; instead, pricing shifted upwards in

lower expected loss levels 1750 Originally Planned Volume

A For instance, 600 bps p.a. in Q2 2011 were seen ':11%
as the minimum return requirement for a
Hurricane-exposed cat bond, while in Q2 2010
this price would have provided for hurricane

protection in the 1% Expected Loss ballpark

M Final Issuance Volume

490 592

1 Excluding Life and Health Transactions
2 The impact on Hurricane cat bonds by RiskLInk v11 is examined based on all non-life Issuances as all transactions in Q2 2010 and Q2 2011 were exposed to Hurricane 3
(either standalone or in multi-peril tranches)
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Market Outlook

Strong liquidity among investors with a focus on diversifying perils

A With issuances in Q2 failing to absorb the liquidity
among investors, upcoming issuances are
expected to encounter substantial demand

Secondary Market Spreads (Indexed)?
180% -
160%

Earthquake

A While some funds shifted their capital allocation 140% -
to different alternative risk transfer products to 120%

deploy cash, investors with a multi-year buy-and- 100%
hold focus are waiting on the sideline of the ILS 80% 1
arena to jump in on new issuances 60% 1

40% -

A Investor demand is also reflected in secondary
market risk spreads: after uncertainty among

20% A

0%

investors regarding the impact of the Earthquake Jan-11 ~ Feb-11 ~ Mar-11  Apr-11  May-11 ~ Jun-11
in Japan led to a strong sell side by mid March, == Japan Wind =—UsS Earthquake
low issuance volume combined with strong US wind Europe Wind
maturities had many investors seeking for ILS _________|ssyance Volume (in USD mn)*
capital allocations through secondary market 2000 -
investments

A Most notably, widening US Wind spreads 1600 1
flattened towards the end of Q2 2011 as demand 1200 -
for US Hurricane bonds rose, despite the
upcoming Hurricane season (lack of supply) 800 4

A Nonetheless, considering the frequent access of
the cat bond market by US-based sponsors since 400 1
the beginning of 2010, combined with little non- 0

peak peril issuance activity, investor portfolios Q12010 Q22010 Q32010 Q42010 Q12011 Q22011

remain heavily skewed towards US Hurricane = Peak Perils Diversifiers

Investors expected to honor placements without hurricane exposure with pricing discount

A Spread levels implied by secondary market trading ——— Indicative Pricing Forecast for Q3/Q4 20115 ———
serve as an indicator for current spread :
1200 1 Spread (in bps) == -===-=-=-=-=-=-=-=-------—--—-—------
requirements by ILS investors for any single peril _-"
-
A Upcoming non-US cat bonds are expected to price 000 [T TTTTTTTTIITTTIITTTILT s
substantially below US Hurricane issuances with 800 1
comparable risk levels, given their diversification
benefit for ILS portfolios 600 1
A Moreover, US Earthquake-related exposure in the 400 1
ILS space has decreased within the last several
years; therefore, we expect the overweighting in 200 1
US Hurricane to also produce a price benefit for o . . Expected Loss (in %)
US Earthquake issuance 0 1 2 3 4
= = = USWind ====- US Earthquake Europe Wind

3 Japanese Earthquake spreads were excluded from this graph, as currently only one cat bond covering only Japanese Earthquake is outstanding
4 Multi-peril bonds were split into single perils according to their contribution to Expected Loss
5 US Wind and Europe Wind pricing forecast is based on seasonally-adjusted secondary market spreads
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Market Factsheet

Secondary Market Spreads (Indexed)®
140% -
120% -
100% - m— S Wind
809 y e JS Earthquake
- .
US Multi-Peril
60% - Multi-Peril Multi-Region
40% A e Europe Wind
=== Cat Bond Market Total
20% -
e Japan Wind
0% —————————
VW OO DO DD OO0 OO0 OO0 O O o0 o0 o0 O ddA o A A -
e QSRS QQQ S QQ g g S G oo g
O Cc Q a = > 5 D Q. ‘a‘ > O c Q B = > C = o Q ‘5 > O Cc Q E = > C
§8S¢2s223~23c288¢2s2223~2385288¢2=<23
Issuances 2011 YTD — Trigger and Peril Composition”

00 T = — el — — — — — Tl — — — = e — — — = — Gl — — — — — 4 . . . .
®PERILS 100% A Along with indemnity triggers,
wparametric 8% T - B ---- - - - - - - industry loss triggers are most

established in the market and

0, 4+ ——-E - - - - - . _ - N - - - -
mPCS 60% well-accepted by both sponsors

40% +-- - - - ----- and investors
®Modeled
Loss oL B B A PERILS has provided for a
®ndemnit . . . .
Y reliable industry loss trigger in
0% - . .
us Europe Wind Japan Europe. All transactions with
{fjlﬁ]‘ge Earthquake Earthquake European Wind exposure have
(in USD mn) 1,325 168 61 4 49 relied on PERILS in 2011 YTD
Upcoming Maturities (in USD mn)
* US Wind o US Multi-Peril Multi-Peril Multi-Region e Europe Wind e Japan Wind * US Earthquake
4
3
2
1 S
0 : : d
[ Q32011 | | Q4 2011 | | Q1 2012 | | Q2 2012 |
Japan Wind 200 Japan Perils Japan Wind 120
US Wind US Wind 150 US Wind 150
US Earthquake US Earthquake US Earthquake 14
US Multi-peril US Multi-peril 425  US Multi-peril 516
Multi-peril Multi-Reg. 200 Multi-peril Multi-Reg. Multi-peril Multi-Reg. 70
Europe Wind Europe Wind 134  Europe Wind 504
Total 400 Total 0 Total 709 Total 1,374

6 Japanese Earthquake spreads were excluded from this graph as currently only one cat bond covering only Japanese Earthquake is outstanding 5
7 Multi-peril bonds were split into single perils according to their contribution to Expected Loss
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Non-Life ILS Issuances 2011 YTD

sl Expected Pricin Collateral
Transaction Cedent (USD Covered Perils P o Trigger 9 Maturity .
mn) Loss (%) (bps) Solution

Foundation Re IlI Series 2011-1 MMF + February

Ltd. Class A Hartford 135 US Wind 0.61 BES 500 2015 US MMF
Series 2011-2 LIBOR +
Class IV-E3 1z SHl 925
Successor X . . PCS/ February Medium-Term
Ltd. Swiss Re US Wind/US Earthquake Parametric 2014 Notes
Series 2011-2 LIBOR +
- Class IV-AL3 125 s 1,300
3
N
> : US Hurricane/
SEEs AUl 225 US Earthquake/ 0.92 indemnity ~ MMF+ WiknEl US MMF
Class A X 5115 2014
Thunderstorm/ Winterstorm
East Lane Re IV
Ltd Chubb
’ . US Hurricane/
SeiiEs 20 250 US Earthquake/ 1.2 indemnity ~ MMF+ el US MMF
Class B 5 665 2015
Thunderstorm/ Winterstorm
. . US Hurricane/ PCS/ MMF + March
Queen Street Il Capital Ltd. Munich Re 100 Europe Windstorm 1.59 PERILS 750 2014 US MMF
. . . US Hurricane/ Modeled MMF + May
Blue Fin Ltd. Series 4 Class B Allianz 40 US Earthquake 1.45 Loes 850 2013 US MMF
Series 2011-1 MMF +
Class A NS " ek 760
JUA/ IUA Vi
Johnston Re Ltd. Via US Hurricane Indemnity 201):1 US MMF
. Munich Re
Series 2011-1 : MMF +
Class B ATENEE |2 & 690
— Class 1 Series MMF +
= 2011-1 2 LSS 900
o US Wind/
. . ; US Earthquake/ Severe
Residential Re Class 2 Series . MMF + June
2011 Ltd. 2011-1 USAA 33 Thgnderstorm/ 3.77 Indemnity 1,200 2015 US MMF
Winterstorm/
Wildfire
Class 5 Series MMF +
2011-1 4 e 875
. US Wind/ US Earthquake/ PCS/ .
Loma Re Ltd. SIS AUl Argo Re 100 Europe Windstorm/ 2,35 EERLgy | MBORS | Dl Ay

Class A 950 2012 Repo

Japanese Earthquake Parametric
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ILS Knowledge Box: ILS Pricing Drivers and the Interaction between Primary and Secondary Market

ILS Risk Spreads are driven by dynamic factors that are reflected in secondary market pricing

Pricing Movements in the ILS space over time can be exemplified by assuming a market with two peak peril
transactions — Bond A and Bond B — and two non-peak peril transactions — Bond C and D — all issued at time t,

i

common ground
among bidding
investors for the
risk spread of
the particular
issuance

of bonds with
the same peril
allows for an
indication of the
pricing level for
this type of
issuance

Pricing of Cat Bond Issuances at t,

_________

Curve

A Can vary depending on peril

___________________________

Intercept / Position

A Driven primarily by peril (peak peril vs.
diversifying peril)
A Additional factors are trigger type,

4 Risk Spread 1 . . S.I.Ope :
Bookbuilding Plotting a I A Defines the additional return i
during Placement function ' demanded for an incremental unit of '
determines through a group ! insurance risk (i.e. expected loss) '
1

\

collateral structure, sponsor type etc.

___________________________

»
Expected Loss

i

ASeasonal

e

ANew Knowl edge
underlying risk (e.g. model updates)

ffects

A Factors affecting supply and demand and hence price are

Secondary Market Pricing Path

AChanges

A Value of Cat Bond Value above par
- p
Investors are willing to pay x el
Value of cat - >100 for a bond that will pay
bond at e ’ m them a fixed risk spread as a T_Sprl;ead
issuance ~—{Bond A | percentage of 100 until maturity =
equals the 100 g
invested sum ~— Value below par
bondie. |/ | O\ Tieem- Bond C p
perbond,i.e. Investors are only willing to buy implied
its par value the bond at x < 100 while still S ?elad
of 100 receiving a fixed risk spread as a Wpdens
percentage of 100 until maturity !
TO T1 g

A Value (i.e. price) is determined by changes in supply and demand for the bond in the secondary market over time

in the coll

o fA Changes ibreturrdobbenclomark i | (4 Qccurrence of a potentially triggering event
about investpents(s.g-§qporate bonds)

A New investors entering the market

a

Spreads implied
from secondary

particular type
of bond

Adjusting for
seasonal effects,

pricing of new
issuances®

New peak peril

New Cat Bond Issuances at Time t;
A

Risk Spread

i

Peak Peril Curve at t;

market prices secondary bond E and Non-Peak Peril Curve at t;
reflect changing market spreads non-peak peril

investor serve as bond F are

appetites for a indicator for issued at t,

Expected Loss

»

1¢’]

8 Secondary Market Spreads should be adjusted for seasonal effects if the number of risk periods of the new issuance is equal to its years to maturity

asy
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Disclaimer

Munich Re Group is not a legal, tax or accounting advisor and makes no representations as to the accuracy of any data or
information gathered or prepared by Munich Re Group or advisors hereunder. Your company should therefore consult
with its own tax, legal or other advisors and make its own independent analysis and investigation of the proposed
transaction, as well as the financial, legal, accounting and tax consequences thereof, the creditworthiness of the parties
involved and all other matters to the transaction prior to its own independent decision whether or not to enter into any
agreements in connection with the transaction. This analysis and proposal contains indicative terms for discussion
purposes only. Munich Re Group gives no assurance that any transaction will be consummated on the basis of these
indicative terms and no specific issuer is obliged to issue any security or instrument on such indicative terms. This
presentation does not constitute an offer to sell or any solicitation of any offer to buy or sell any security or instrument or to
enter into any transaction on such indicative terms. The data and analysis does not assure that securities can be issued at
certain terms and conditions. All terms and conditions are subject to a mutually agreed engagement letter. This document
is not intended to provide the sole basis for any evaluation by you of a transaction, security or instrument and you agree
that the merits or suitability of any such transaction, security or instrument to your particular situation will be independently
determined by you including consideration of the legal, tax accounting, regulatory, financial and other related aspects
thereof. In particular, Munich Re Group owes no duty to you to exercise any judgement on your behalf as to the merits or
suitability of any transaction, security or instrument. The information contained herein is provided to you on a strictly
confidential basis and you agree that it may not be copied, reproduced or otherwise distributed by you (other than to your
professional advisors) without prior written consent.
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