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What are Insurance Linked Securities? 

• Natural catastrophe bonds (cat bonds for short) and other types of ILS 
are usually issued in order to provide re-/insurance protection to 
insurers, reinsurers, governments, and corporations 

• Cat bonds allow companies to obtain reinsurance protection from a 
new pool of capital separate from traditional reinsurers 

• Money managers, hedge funds, and pension funds represent a new pool of 
capital for insurers and reinsurers to gain protection from 

• Investor capital provides collateralized cover 
• Investor capital sits in a segregated collateral account, meaning that if an 

event occurs, dedicated funds are available to make a payment 
• This virtually eliminates the credit risk inherent in traditional re-/insurance 





How ILS emerged 

• In 1992, Hurricane Andrew made landfall in Florida causing $15.5b in 
insured losses 

• The resulting shortage of reinsurance capacity prompted reinsurers, 
banks, and academics to investigate new ways of transferring 
catastrophe risk outside the traditional reinsurance capital pool 

• In 1997, Residential Re, the first catastrophe bond was sold to capital 
markets investors, protecting USAA against the risk of a major 
hurricane 

• Since then, approximately $45 billion of cat bonds have been issued, 
providing protection to over 70 insurers, reinsurers, governments, 
and corporations for a multitude of risks 











Why Consider Cat Bonds? The Sponsor's 
Perspective 

• Concern about counterparty credit in case of a large event 
• Shortage/pricing of available traditional capacity 

• e.g. companies with large reinsurance programs, peak perils 

• Diversifying sources of capacity 
• Reducing dependency on one just one market 

• Structural features that the traditional markets have difficulty 
providing in size at the right price 

• Aggregate, second event, Drop down, etc

• Multi-year pricing stability (3 – 5 year term is typical for cat bonds) 



Why Consider Cat Bonds? The Investor's 
Perspective 

• Different types of investors participate in catastrophe bonds for a number of reasons, 
such as: 

• Uncorrelated to traditional asset classes (equities, bonds, etc.) 
• High risk adjusted returns 
• Low volatility when compared to other asset classes 
• Strong collateral structures, including treasury money market funds and AAA rated customized 

notes issued by supranationals such as e.g. the World Bank 
• Cat bonds represent an asset whose value is largely driven by the occurrence of events 

that are not correlated to the financial markets, allowing for a high degree of 
diversification 

• Transaction size varies from a minimum of around $100mn with the largest transactions 
reaching $750mn to $1bn 

• Individual investors' bite sizes vary depending on the size of an investor's portfolio as well 
as the nature of the transaction and can range from a few million up to several hundred 
million. 







Long Point Re III Ltd. 

• In May 2012, Travelers successfully sponsored Long Point Re III Ltd. Series 2012-1, its first 
indemnity cat bond 

• Travelers had previously sponsored two PCS-based transactions 

• Long Point Re III covers certain Travelers business units for Hurricanes in certain Northeast states 
• The subject business for the transaction includes the personal insurance segment as well as the 

select accounts and commercial accounts business units of the business insurance segment 
• Business units which cover large and unique exposures, complex financial structures, and mobile property are 

excluded from the Subject Business 
• Investors appreciated the "main street" nature of subject business 

• The Long Point Re III issuance was well-timed by Travelers: 
• Significant US wind risk issuance exposed to Florida (the $750mm Everglades transaction), as well as other 

regions, gave investors an incentive to view Northeast Wind as a diversifying peril 

• The decision to approach the market with a straightforward transaction, both with respect to 
structure and collateral solution proved economical for Travelers 





Risk Factors (As Noted in the Prospectus)

• Investors may lose all or a portion of their investment in Insurance Linked Securities if a natural 
catastrophe or other event triggers a payment by the issuer of the Insurance Linked Securities 
under the underlying risk-transfer agreement that the Insurance Linked Securities relate to. 

• The maturity of Insurance Linked Securities may be extended without the prior consent of the 
investor. 

• The Insurance Linked Securities may be redeemed before their maturity date (including before 
any extension of such maturity date by the issuer). 

• If the Insurance Linked Securities are redeemed before maturity, the interest rate payable under 
the Insurance Linked Securities will be reduced. 

• Investors have limited recourse to assets of the issuer of the Insurance Linked Securities and no 
recourse to assets of the counterparties to the underlying risk-transfer agreements to which the 
Insurance Linked Securities relate. 

• If the issuer of the Insurance Linked Securities becomes insolvent, investors may lose some or all 
of their investment. 

• Investors may be required to consolidate the issuer for accounting purposes under certain 
circumstances. 



Risk Factors (As Noted in the Prospectus)

• An investment in the Insurance Linked Securities may have adverse tax consequences for 
investors. 

• Any claim you have against the issuer in the event of the issuer's insolvency will rank 
below any claim a counterparty to the underlying risk-transfer agreements, to which the 
Insurance Linked Securities relate, has against the issuer. 

• Enforcement of the security interest granted to a Trustee for the benefit of the investors 
may be limited. 

• The Insurance Linked Securities may not have a secondary market or the secondary 
market for the Insurance Linked Securities may have limited liquidity; the market price of 
the Insurance Linked Securities in the secondary market may be highly volatile. 

• The Rating Agenc(y)(ies) (if any) may change any rating assigned to the Insurance Linked 
Securities. Any credit rating given in respect of the Insurance Linked Securities may not 
reflect the potential impact of all risks related to the Insurance Linked Securities. A credit 
rating is not a recommendation to buy, sell or hold the Insurance Linked Securities and 
may be revised or withdrawn by the rating agency at any time. 



Cat Bond Pricing Model







Read for Final Exam:

• https://forms2.rms.com/rs/729-DJX-
565/images/cm_cat_bonds_demystified.pdf

• http://www.lanefinancialllc.com/images/stories/Publications/Pricing
%20Cat%20Bonds%20-F.pdf

• https://www.swerma.se/assets/Catstrophe-bonds-Viktor-Karlsson-
Emelie-Karneba%CC%88ck.pdf


