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Capital Market Solutions for Indian Disaster Management

Overview
2> Introduction
> Insurance Linked Investments — A Unique Asset Class
> Disaster Management Framework in India
> Potential Solutions for India
v Examples of Disaster Management Frameworks in other Countries

v" Capital Market Solutions for Indian Disaster Management
> Conclusion
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ILS Advisers — A Business Unit of HSZ Group

ILS Advisers was founded in Hong Kong by Stefan K. Krauchi and Dr. Hansrudolf
Schmid in 2011 as part of HSZ (Hong Kong) Ltd. an independent asset manager
regulated by the SFC. The two founders combine over 40 years of industry and

management experience on top level of major financial institutions.
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Insurance Linked Investments — A Unique Asset Class

> ILS Advisers believe in Insurance Linked Investments as a unique asset class due
to its

v attractive performance,

v'stable returns,

v’low correlation to other asset classes and
v'built-in inflation protection.

> Even though the first catastrophe bond was already issued in 1994, Insurance
Linked Investments are still a niche in Europe, to a lesser extent in the US and
barely known in Asia.

> Recent market developments have reiterated the need of stable investment
returns uncorrelated to traditional asset classes also in Asia. ILS Advisers respond
to these needs with their ILS know-how and long term experience in the industry.

ILS Advisers is the first Asia based investment consultant focusing on
Insurance Linked Investments.
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Cat Bonds ILS — Stable and Attractive Returns
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Cat Bonds (ILS) an Excellent Source of Diversification
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2010-2011 Investor Base by Location

1% 1%

= Europe 44%
mUS 36%
® Bermuda 13%
®m Canada 5%
® Japan 1%
m Australia 1%

Source: Swiss Re Capital Markets (as of 31 Dec 2011)
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2010-2011 Investor Base by Type

2%
1% 0%

® Dedicated 71%
® Money Manger 20%
® Reinsurer 6%
® Hedge Fund 2%
® [nsurer 1%
®m Bank 0%

Source: Swiss Re Capital Markets (as of 31 Dec 2011)
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What are Insurance Linked Investments?

> Transfer of insurance risks to the capital markets
> Performance depends on the occurrence/non-occurrence of an insured event

2> Show low correlation with traditional asset classes and other alternative
investments

> Provide consistent returns in well-diversified portfolios
> Typically not exposed to duration or interest rate risk

> Liquidity provided by the secondary market for catastrophe bonds (ILS) and by
staggering of different financial insurance contracts (FIC) in a portfolio
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Access to Insurance Linked Investments

Investments in Insurance Linked Investments are offered as Mutual funds,
Investment Companies, Certificates or Managed Accounts.

The investor buys units of a diversified portfolio of single insurance linked
investment positions.

These positions are diversified across different insurance risks (natural
catastrophes, man made risks) and geographies (e.g. Asia, Europe, Japan, US).
Available products in the market offer exposure to non-life as well a life insurance
linked investments.

ILS Advisers supports institutional clients in finding the most suitable ILS investment
with their know how and long term experience in the industry.

An alternative is to invest in the Insurance Linked Investments market directly.
However only feasible for a few very large investors and even those still need to
engage external investment specialists.

Seminar on Natural Catastrophes — Mumbai March 20th, 2012 I/I page 10



Access to Insurance Linked Investments:

Eurekahedge ILS Advisers Index

Eurekahedge ILS Advisers Index

= EH ILS Advisers (index constituents: 26)
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Tha Firekahedge Tl 5 Advicars Tndey ic an equally weighted inder af 1 ronctituent fiind<". The index i decigned tn provide 3 hmad measire
of the performance of underlying hedge fund managers who exclusively allocate to insurance linked investments. The index was base
wieighted at 100 in December 2005, does not contain duplicate funds and is denominated in local currencies,

* As at 12 March 2012

Statistics (as at Feb 2012 )

Summary Data Risk,/Return

Annualised Return (%) 6.98 Sharpe Ratio (x) 2.00
Best Manthly Retumn (%) 1.58  Annuslised Std Deviation (3%) 2.45
Worst Monthly Return (%) -3.97 Downside Deviation (%) 1.79
2011 Return (3&) -0.16 Sorting Ratio [x) 2.79
2012 Return (%) 0.28  Maximum Drawdown [%) -4.01
Return since Inception{% )} 51.52 Percentage of Positive Mths (98] 90.54
Last 3 Months (98] 0.32

Last 12 Months (%) -0.44
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Regions and Perils: Global Diversification
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Current Securitized Perils — Outstanding Cat Bonds

= Multiperil incl. US Wind 44%

mUS Wind 15%
= Euro Wind 13%
m Other 7%
= Multiperil w/o US Wind 6%
mCAEQ 4%
= Extreme Mortality 4%
® Central US EQ 3%
= Credit Reinsurance 2%
® Health MBR 2%

Source: Swiss Re Capital Markets (as of 31 Dec 2011)
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Outstanding Cat Bonds and New Cat Bond Issuance

18,000
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16,000 F mmmmm Property Issuance
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Souurce: Aon Benfield Securities, Inc.
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Natural Catastrophes 2011
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Weather-related natural catastrophes in India from 1980 to 2007

Overall losses and insured losses
{US% bn, 2007 values)

Hl Overall lozses

12
I Insured lossss

10

1280 1584 1996 2000

Overall losses USS 53bn Insured losses USS 2bn

4% Extreme tamperature
19% Windstorm

34% Windstorm

7% Flood 6% Flood

Losses from weather-related catastrophes have risen strikingly since the early 1990s. The largestinsured loss was generated by the
Mumbai Floods in 2005 (US% ¥70m). The highest overall losses were caused by the floods in Gujarat and Punjab in northern India
in 1983

Largest events

A2 1993 Flood, Gujarat, Punjab

B: 1996: Cyclone, Andra Pradesh
C: 19898 Cyclone, Gujarat, Kandia
D: 1988 Cyclone, Orissa

E: 2005 Flood, Mumbai

F: 2006: Flood, Surat

Source: MatCat3ERVICE, Geo Risks Research, Munich Re Quoted in Munich Re, Research Monsoon, June 2008
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Disaster Management Framework in India

Current Disaster Management Framework in India needs adjustments due to:
> Climate Change leads to increase in losses due to weather related catastrophes
> Rise in Urbanization

2> Increasing Re-/Construction Costs and Property Values
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Climate change and summer monsoons in India

Summer monsoon activity (June—September) in central India has changed significantly in the past 50 years. The extremes have

increased.
1. Variability is rising 2. Heavy rainfall events are increasing
Variance (mm/day)® MR = 100 mirm/day)

300 100

1l ) \
o U.U,.A,ﬂvﬂr,v‘rfﬂ“&w W JM ﬁ.

100 25 W
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3. Extreme rainfall events are ncreasing 4. Moderate rainfall events are decreasing
MR = 150 mm/day) M5 =R < 100 mmday)
30 Z.000

20 i A 1 £.000 h n ,
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0 2,000
1960 11260 [M270 119e0 11920 (2000 1950 12s0 970 11980 11290 (2000
Central India (74.5°E-86.5°E; 16.5°N-26.5°N)

1. Variability of daily rainfall anomalies in the summer monsoon Broken line: Linear trend.

2. Mumber of heavy rainfall events per day (at least 100 mmiday) Broken line: Linear trend.

3. Number of extreme rainfall events per day (at least 150 mm/day) Braken line: Linear trend.

4. Mumber of moderate rainfall events per day (between 5 and 100 mm/day) Broken line: Linear trend.

Source: Goswami, B. M. et al. (2008), Science 214 Quoted in Munich Re, Research Monsoon, June 2008
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Potential Solutions

> Disaster Management Frameworks in other Countries
» Capital Market Solutions

> Other Solutions
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Disaster Management Frameworks in Other Countries:

Talwan Residential Earthguake Insurance Program

Currency : NTD = usD 0.034

= USD 2.034bn ——&0bnN
Government 12bn = USD 406min
48bn
2bn
2" Tier
{ TREIF assumes the 40hn
risk above NT$2.4bn to =
NT$60bn, and then et
retains and transfers R/l Market & ART 20bn = USD 678min
the risk to reinsurance
market and government. )
20bn
Fund 17.6bn = USD 597min
2.4bn

1% Tier Coinsurance Z.4bn =USD 81min

Source: Taiwan Residential Earthquake Insurance Fund
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Disaster Management Frameworks in Other Countries:

National Flood Insurance Program in the USA

> Program created in 1968

> Voluntary scheme except if loan taken from certain government backed entities

> Compulsory for those who receive disaster assistance to buy insurance next time
> Coverage for structure and content

> Only available for structures which adhere to government norms

> Not available in certain areas in order to discourage developments in high risk
areas

> Covers all types of floods

> Premiums depend on zone. Use of so called flood insurance rate maps used to
identify risk zones and updated at least every 5 years.

> Average policy costs approx. USD 400 p.a. for a cover of about USD 100,000
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Disaster Management Frameworks in Other Countries:

Thailand - Catastrophe Insurance Promotion Fund

> Government sponsored program expected to be launched by end of March 2012

> Voluntary scheme, government sponsored: Size THB 50bn, approx. USD 1.6bn

> The catastrophe fund in turn will tap the international reinsurance markets to
underwrite itself. Domestic Insurance companies responsible for at least 1% of risk

> Goal: improve access to disaster insurance for homeowners and businesses
> Coverage Maximum THB 100,000 or approx. 3,300 USD

> Premiums between 0.5% to 1.25% p.a. from homeowners to large businesses.
Depending on risk level of each region (Zoning will be introduced)

> Claims based on the depth of flooding that impacts a property:
- 50,000 baht if home is flooded by 50 cm of water,
- 75,000 baht for 75 cm of flooding and
- 100,000 baht for one meter
- For flooding of less than 30 cm a flat payment of 30,000 baht will be made

> No deductible for homeowners but businesses will be subject to deductible
Source: Artemis.bm; OIC Office of Insurance Commission, Thailand
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Capital Market Solutions:

Two Generic Forms of Insurance Linked Investments

Insurance Linked Securities (ILS)

Fixed-income securities

Collateral Yield + Premium/Spread
(typically 2% to 15%)

12 to 60 months

Liquid, tradeable asset

If there is an event and specific

triggers are met, cat bond pays
out

USD 14bn

Seminar on Natural Catastrophes — Mumbai March 20th, 2012

Financial Insurance Contracts (FIC)
{Form?) Customised contract
(Returnh Collateral Yield + Premium/Spread
(typically 2% to 40%)
{Term) 6 to 18 months
dLiquidity» llliquid, non-tradeable asset
If there is an event and specific
{Payout» triggers are met, insurance
seller pays out
Market
| Size 4 USD 156bn
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Capital Market Solutions:

Current Triggers — Outstanding Cat Bonds

2%

® Industry Index 43%
B Indemnity 26%
® Parametric Index  19%
® Modeled Loss 6%
® Pure Parametric 4%
= Hybrid 2%

Source: Swiss Re Capital Markets (as of 31 Dec 2011)
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Capital Market Solutions:
Typical Structure of a Catastrophe Bond

Investment Scheduled
Income Interest

Reinsurance Principle and
Premi . |
remiums Spemal Purpose nterest
Reinsurance
Claim Payments| Proceeds
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Capital Market Solutions:

Financial Insurance Contract Structures

Swap Contract (or Industry-Loss Warranties)

Financial Swap (guaranteed by Letter of Credit)

Reinsurance Letter of Credit or
Contract Cash Collateral

Premium Premium
(paid up-front) (paid up-front)
¥ ) R,

\

Reinsurance Agreement Indemnification Agreement
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Capital Market Solutions:

Some Characteristics of Insurance Linked Investments

Cat Bonds Retro & Agg Covers,
10%

Remote risk / low return andyard Evert, 5%
Basis risk for Protection Buyer

Narrow coverage

Industry Loss Warranties / ILW's
Medium risk / Medium return

Clear targeted coverage

Basis risk for Protection Buyer

Reinsurance Contracts / Collateralised R/I , _

Source: Beach&Associates, Company presentation February 2012
Higher risk / Higher return
Full indemnity (broad) coverage for Protection Buyer

Protection Buyer pays for the unknown, unmodelled, unexpected
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Capital Market Solutions:

Trigger Points for Various Insurance Linked Investments

Trigger Points

25+ Billion

10 Billion

asn S3ssoq patinouj

5 Billion

1 Billion

Source: Beach&Associates, Company presentation, February 2012
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Capital Market Solutions:

Suitability of different available Instruments for India

Cat Bonds or Industry Loss Warranties (ILW’S)  Overalliosses and insured losses

(USE b, 2007 values)

Extreme Catastrophes such as A (1993 Flood in " = Cuwatoroe
Punjab) could be insured with ILW'’s or Cat Bonds e

10

Reinsurance Contracts / Collateralised Re- s
Insurance s
Indian Government could try to get coverage in .
the future for events like E (2005 Mumbai Flood)

and for F (2006 Flood, Surat) and probably C z
(1998 Cyclone, Andra Pradesh) through R/I N

Contracts / Collateralized Reinsurance).

Quoted in Munich Re, Research Monsoon, June 2008

Triggers

Parametric or index based triggers would seem most suitable for
India, based on previous experience. Moreover this would make it
easier for policy holders to understand (see e.g. Thailand).
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Conclusion

> Need for Proactive Domestic Risk Management Solutions in India
> Increase insurance penetration, subsidize insurance premiums where necessary

> Link insurability of property and/or premium discounts to adherence to building
and safety norms incl. land-use regulations

2> Partnership between Public and Private Sector:

v'Risk of Private sector is best covered by a combination of domestic
insurance and the government

vLow up to medium private risk level could be covered by domestic insurance

vLow and medium end Public Risk to be borne by the Government

v'Peak Public and Peak Private Risk could be transferred to Capital Markets

> Need for publicly available national disaster database and a residential and
commercial properties database to enable development of catastrophe models
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Contact Detalls:

ILS Advisers

Unit 605A, 6/F, Tower 2
Lippo Centre

89 Queensway

Hong Kong

Telephone: +852 2287 2300

mail@ilsadvisers.com
www.ilsadvisers.com




Biography: Stefan K. Krauchi

Stefan K. Krauchi is the founder of ILS Advisers together with Hansrudolf Schmid.

In his previous role he was a Member of the Executive Board of Clariden Leu Ltd., where he was in charge
of the Products & Services Division (AUM over CHF 20bn and 340 employees). In his capacity he
strategically positioned and developed the bank’s sizable ILS business in Europe as well as in the Asia
Pacific area.

Before joining Clariden Leu in 2007, he worked for over seven years at AlG Inc. as the CEO of AIG Fund
Management (Switzerland) and as a member of the Management Committee at AlG Private Bank. During his
time at AlIG he was instrumental in pioneering and developing products in the ILS space for the Swiss
market. Since 2006 Stefan acted also as Head of International Fund Business Development of AIG
Investments.

After his graduation at the University of St. Gallen (Switzerland), he began his career at UBS AG in 1990 as
Financial Analyst and Portfolio Manager where later on he was appointed to Head of Investment Research
and Portfolio Manager for the markets Japan, Far East and North America. Afterwards, he was responsible
for Global Equities and worked as Senior Representative for Private Banking Investment Services at UBS
Asset Management in Chicago.

From 2003 until 2007 Stefan was also a Board Member of the Swiss Funds Association (SFA).
Stefan is a Swiss citizen residing in Hong Kong. He is married and has one daughter.

Seminar on Natural Catastrophes — Mumbai March 20th, 2012 I/I page 33



ILS///A

DVIS

—RS



Disclaimer

The products and services described herein are not available nor offered to US persons and must not be publicly offered to persons
residing in Hong Kong, or any other country restricting the offer of such products or services.

This material has been furnished to you solely upon request and may not be reproduced or otherwise disseminated in whole or in part
without prior written consent from ILS Advisers, a business unit of HSZ (Hong Kong) Ltd.. The information herein may be based on
estimates and may in no event be relied upon. ILS Advisers does not assume any liability with respect to incorrect or incomplete
information (whether received from public sources or whether prepared by itself or not). This material does not constitute a prospectus, a
request/offer, nor a recommendation of any kind, e.g. to buy/subscribe or sell/redeem investment instruments or to perform other
transactions.

The investment instruments mentioned herein involve significant risks including the possible loss of the amount invested as described in
detail in the offering documents for these instruments which will be available upon request. Investors should understand these risks before
taking any decision with respect to these instruments. Past performance is no indication or guarantee of future performance.

Hong Kong: This document may be distributed only to persons who are “professional investors” as defined in the Securities and Futures
Ordinance (Cap. 571 of the Laws of Hong Kong) and any rules made there under. Neither this document nor any Fund described herein
has been reviewed by any regulatory authority in Hong Kong. If you are in any doubt about any of the contents of this document, you
should obtain independent professional advice.
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