Executive Summary—Alternative Market Capital Flows
and Record Reinsurance Capital Drive Materially Better
Terms for Reinsurance Buyers
New capital flowing into the insurance-linked securities (ILS) and collateralized reinsurance
market materially altered the course of April renewals for peak U.S. perils and are expected to
have a continuing material benefit for clients as we look forward to the June and July renewals.
Clients renewing significant capacity in the ILS market saw their risk adjusted pricing decrease
by 25 to 70 percent for peak U.S. hurricane and earthquake exposed transactions. The ILS
market is now offering the lowest cost of reinsurance for peak perils witnessed since
Hurricane Andrew.
Traditional reinsurance capital grew 11 percent during 2012, to end at USD505 billion. Reinsurance
demand was flat. The traditional reinsurance market is beginning to respond to the competition from the
alternative markets. Relationships and continuity continue to be highly valued by cedents and leading
reinsurers are taking positive actions to lower their costs of managing assumed volatility.
Outside the U.S., substantially all of the Japanese market renews at April 1 where an orderly market
prevailed. Programs in India and Korea also found adequate capacity despite multiple 2012 storm losses
in Korea.
Broader Implications
If the new price points available from the ILS and collateralized markets persist—clearly a big question
given the size of recent moves—then the strategic options for property insurers expand greatly. If the
financial management of severe catastrophe outcomes can be attained at multiple year terms well inside
the cost of equity capital, then at the extreme, primary property growth in active zones could resume for
companies previously restricting supply. Even moderate plans will begin to consider the lower cost of
catastrophe risk transfer.
Cedents with reasonable financial strength ratings enjoy the greatest benefits from the ILS markets.
Reinsurers operating on a collateralized basis have sourced similar capacity and share the lower costs of
this capacity with all cedents. With rating agency models causing insurers and reinsurers to take less risk
per unit of capital than ever before, it is now clear that the ILS and collateralized markets can be
competitive with traditional reinsurance in peak zones. The largely equity financed business model of the
reinsurance market will begin to change.
Insurers and reinsurers are likely to find additional innovative ways to use the ILS and collateralized
markets. We expect securitizations of complex commercial property, commercial liability and other new
risks to access these alternative sources of risk transfer. Insurers will closely examine potentially
diversifying coverage options and use the increased capacity to compete and grow.
Note: This reinsurance market outlook report should be read in conjunction with our firm’s views on rate on line, capacity and
retention changes for each cedent’s market. Our professionals are prepared to discuss variations from our market sector outlook
that apply to individual programs due to established trading relationships, capacity needs, loss experience, exposure management,
data quality, model fitness, expiring margins and other factors that may cause variations from our reinsurance market outlook.
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Supply and Demand
Reinsurer capital continued to increase throughout Q4 2012, albeit at a slower pace than earlier in the
year. Year end 2012 reached a peak capital level with an increase of 11 percent over year end 2011,
closing 2012 at USD505 billion. Despite Hurricane Sandy being a significant event in the U.S.,
catastrophe activity was substantially less in 2012 compared to 2011.
Reinsurance supply continues to exceed demand in all major global catastrophe regions, leaving the
reinsurance industry in a continued position to provide the desired reinsurance capacity to insurers.
Exhibit 1: Change in Reinsurer Capital
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Hurricane Sandy Impact
Reinsurer Hurricane Sandy loss estimates expanded to include additional reinsurers since January but
the average impact on shareholders’ funds was reduced slightly from 5.3 to 4.9 percent and remained an
1
earnings event for the majority of the Aon Benfield Aggregate (ABA) group of reinsurers.
Exhibit 2: Reinsurer Hurricane Sandy Losses as a Percent of 2011 Shareholders’ Funds
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The Aon Benfield Aggregate is a group of 31 of the world’s leading reinsurers; latest ABA study can be
found at http://thoughtleadership.aonbenfield.com
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The 2012 ABA group of reinsurers showed an improved combined ratio of 92.6 percent, decreasing 12.5
percentage points from 2011 as a result of a 60 percent decline in total catastrophe losses.
Exhibit 3: ABA Reinsurer Combined Ratio
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Lower catastrophe losses and higher primary premiums resulted in significant growth in insurer capital in
2012, increasing 10 percent since 2011 and a slight increase from the 9 percent experienced through
Q3 2012.
Exhibit 4: Change in Insurer Capital
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New Opportunities for Reinsurance to Add Value—U.S. Flood Risk
Although the Biggert – Waters Act passed in summer 2012 extended the flood coverage that the NFIP
provides for five years, requirements to increase rates to an actuarially sound level provide an opportunity
for a broader private market solution from both insurers and reinsurers. Subsidies from the past will be
gradually eliminated through premium increases of up to 20 percent annually with even higher increases
on certain properties.
Flood losses from Hurricane Sandy have heightened awareness for this coverage and since flood
insurance is mandated by mortgages in flood prone regions, insureds who receive rate increases will
likely seek alternatives to the NFIP coverage.
While the rate increases will gradually phase in, high capital levels for both insurers and reinsurers
provide a positive environment for expansion into this new market segment.
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Q1 2013 Catastrophe Bond Review
As 2012 came to a close, total new issuance was at the highest levels since 2007 and the total bonds
outstanding at year end reached a new record of USD16.5 billion. Despite a slower start than expected,
the cat bond market picked up around the middle of the quarter, with several deals in the market at the
same time. Notably, all transactions that priced during the first quarter provide indemnity coverage for
repeat sponsors. This provided investors with a variety of risks to choose from, including regional
earthquake and hurricane, health as well as U.S. nationwide multi-peril.
Market conditions in the first quarter signaled a significant downward shift in interest spreads, estimated
between 10 percent and 20 percent since the fourth quarter of 2012. The cat bond market consistently
offered more aggressive rates than the traditional reinsurance market, cementing the value of this market
for sponsors.
The table below summarizes the terms of the deals that were marketed and priced during the first quarter:

Beneficiary

Issuer

Series

Aetna Life Insurance

Vitality Re IV Limited

Series
2013-1

Class

Size
(millions)

Covered
Perils

Trigger

Rating

Expected Interest
Loss* Spread

Class A

$105

Health

Indemnity (MBR)

BBB+

0.01%

2.75%

Class B

$45

Health

Indemnity (MBR)

BB+

0.25%

3.75%

Nationwide Mutual

Caelus Re 2013
Limited

Series
2013-1

Class A

$270

US HU, EQ

Indemnity

BB-

1.42%

5.25%

Citizens Property Insurance
Corporation

Everglades Re Ltd.

Series
2013-1

Class A

$250

FL HU

Indemnity

B

3.18%

10.00%

$300

New Madrid
EQ

Indemnity

Not Rated

0.39%

2.50%

Total Closed During Q1

$670

State Farm

Merna Re IV Ltd.

North Carolina JUA/IUA

Tar Heel Re Ltd.

Series
2013-1

Class A

$500

NC HU

Indemnity

B+

2.77%

8.50%

Nationwide Mutual

Caelus Re 2013
Limited

Series
2013-2

Class A

$320

US HU, EQ

Indemnity

Not Rated

1.92%

6.85%

Total Marketed During Q1

$1,790

Legend
FL - Florida
NC – North Carolina
US – United States

EQ – Earthquake
HU – Hurricane

*Annualized modeled expected losses, with warm sea surface temperature results for hurricane risks
Source: Aon Benfield Securities, Inc.

In February, Nationwide Mutual and Nationwide Insurance Company of Florida (Nationwide Mutual) came
to market with Caelus Re 2013 Limited (Caelus Re 2013), looking to secure coverage prior to hurricane
season for the maturing Caelus Re II Limited. The transaction experienced strong demand and closed
well below initial price guidance. As a result, Nationwide Mutual returned to the market several weeks
later with a second series, which again was received strong investor demand and prompted Nationwide
Mutual to upsize the transaction. In total, Nationwide Mutual secured USD590 million in indemnity
protection from U.S. hurricanes and earthquakes.
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The aggressiveness of the catastrophe bond market was further highlighted by Everglades Re Ltd.,
sponsored by Citizens Property Insurance Corporation (Florida Citizens). Following their initial issuance in
2012, Florida Citizens returned to the market seeking indemnity coverage and secured interest spreads
far below those offered in the traditional markets for Florida hurricane exposure.
In March, State Farm Fire and Casualty Company (State Farm) returned to the catastrophe bond market
seeking coverage to replace the maturing Merna Reinsurance II Ltd., which provided indemnity coverage
against earthquake occurring in the New Madrid region. State Farm secured USD300 million in capacity
via Merna Re IV Ltd., which was several times oversubscribed. The transaction closed with an interest
spread of 2.50 percent, which is the lowest threshold for minimum spreads in five years.
Strong issuance volumes are expected to continue leading up to hurricane season, with an estimated
USD4 billion expected to close.
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About Aon Benfield
Aon Benfield, a division of Aon plc (NYSE: AON), is the world’s leading reinsurance intermediary and fullservice capital advisor. We empower our clients to better understand, manage and transfer risk through
innovative solutions and personalized access to all forms of global reinsurance capital across treaty,
facultative and capital markets. As a trusted advocate, we deliver local reach to the world’s markets, an
unparalleled investment in innovative analytics, including catastrophe management, actuarial and rating
agency advisory. Through our professionals’ expertise and experience, we advise clients in making
optimal capital choices that will empower results and improve operational effectiveness for their business.
With more than 80 offices in 50 countries, our worldwide client base has access to the broadest portfolio
of integrated capital solutions and services. To learn how Aon Benfield helps empower results, please
visit aonbenfield.com.
Aon Benfield Securities, Inc. in the U.S. and Aon Benfield Securities Limited in the UK (collectively ―Aon Benfield Securities‖) are the licensed securities
subsidiaries of Aon plc, and both are affiliates of Aon Benfield. Aon Benfield Securities is providing its Catastrophe Bond Transaction Update (Update)
for informational purposes only. This Update is not intended as advice with respect to any specific situation, and should not be relied upon as such. In
addition, readers should not place undue reliance on any forward-looking statements. Aon Benfield Securities undertakes no obligation to review or
update any such statements based on changes, new developments or otherwise.
This Update is intended only for designated recipients, and it is not to be considered (1) an offer to sell any security, loan, or other financial product, (2)
a solicitation or basis for any contract for purchase of any securities, loan, or other financial product, (3) an official confirmation, or (4) a statement of
Aon Benfield Securities or its affiliates. With respect to indicative values, no representation is made that any transaction can be effected at the values
provided and the values provided are not necessarily the value carried on Aon Benfield Securities’ books and records.
Discussions of tax, accounting, legal or actuarial matters are intended as general observations only based on Aon Benfield Securities’ experience, and
should not be relied upon as tax, accounting, legal or actuarial advice. Readers should consult their own professional advisors on these matters as Aon
Benfield Securities does not provide such advice.
Aon Benfield Securities makes no representation or warranty, whether express or implied, that the products or services described in this Update are
suitable or appropriate for any issuer, investor or participant, or in any location or jurisdiction. The products and services described in this Update are
complex and speculative, and are intended for sophisticated issuers, investors, or participants capable of assessing the significant risks involved.
Except as otherwise noted, the information in this Update was compiled by Aon Benfield Securities from sources it believes to be reliable. However,
Aon Benfield Securities makes no representation or warranty as to the accuracy, reliability or completeness of such information, and the information
should not be relied upon in making business, investment or other decisions.
Aon Benfield Securities and/or its affiliates may have independent business relationships with, and may have been or in the future will be compensated
for services provided to, companies mentioned in this Update.
© Aon Benfield 2013 All rights reserved.
This document is intended for general information purposes only and should not be construed as advice or opinions on any specific facts or
circumstances. The comments in this summary are based upon Aon Benfield’s preliminary analysis of publicly available information. The content of this
document is made available on an ―as is‖ basis, without warranty of any kind. Aon Benfield disclaims any legal liability to any person or organization for
loss or damage caused by or resulting from any reliance placed on that content. Aon Benfield reserves all rights to the content of this document.
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