
Back in February, 13 members of the U.S. Re Under 40’s Group embarked on a business trip (“tour")

across the pond to learn more about the London insurance/reinsurance marketplace. This was the first

trip abroad for the U.S. Under 40’s and it was a huge success. We intend to make these educational and

social excursions a tradition so we wanted to give you a summary of the events and highlights.

People arrived at different times during the weekend, but the tour officially kicked off on Sunday afternoon

with a walking tour of London. One of the highlights was a ride on the London Eye. The London Eye is the

world’s largest cantilevered observation wheel and provides riders with a stunning view of the London sky-

line from the air. CONTINUED ON PAGE 5.
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D O N ’ T F O R G E T T O V O T E ! ! !

It is once again time to elect the next Board for the U.S. Reinsurance Under 40’s Group!!

We are very proud of what we have accomplished in the past year and we are excited for the upcom-

ing year. Yesterday at 6:00 PM EST we held the Annual General Meeting held by Conference Call.

During this meeting, all candidates will have an opportunity to present to our members why we should

vote for them. Online voting is open from June 27-June 29 and on July 1st, the new Board will be

sworn in.

Once the chairs are elected and in office, the new board will send out an email regarding open com-

mittee positions. This coming term, we expect to have an Events Committee,

Newsletter Committee, Finance Committee, Education Committee and Tour Committee.
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Tour Members in the London Eye



In the past few years, we have seen the number of natural catas-
trophes increase dramatically. Modern science, such as the
Atlantic Meridional Oscillation, its effect on sea surface tempera-
tures and the subsequent genesis of hurricanes, suggests that
wind related catastrophes will occur with increasing frequency in
the near future. Even recent instances of major earthquakes
suggest that great and giant1 earthquakes tend to “cluster” or
occur in temporal batches. (Guy Carpenter, 2011) Some scien-
tists argue that, otherwise rare, giant earthquakes may cluster
over time periods of approximately 15 years2. Earthquakes such
as those in Mole, Chile (February, 2010), Canterbury, New Zea-
land and the massive Tohoku, Japan earthquake, serve as bleak
reminders of the implications of this new theory and lend cre-
dence to the argument as well. The damage caused by natural
catastrophes is exacerbated by the sheer growth of the global
population. A single disaster tends to adversely affect exponen-
tially more lives than would have been the case a few decades
ago. Finally, the rapid industrialization of the world has led to
clustering of people in manufacturing, commerce and export
centers. During a natural catastrophic phenomenon, these
dense nanoclusters and megacities become the massive casu-

alty statistics that make headlines today.

There is little that can be done to limit or prevent natural catas-
trophes. Natural phenomenons are a force unto themselves,
which at best can be modeled and predicted with some degree
of accuracy. Despite the world’s inability to stop natural disas-
ters from occurring, there is tremendous scope to mitigate the
losses arising out of their aftermath. However, disaster planning
and management is time consuming and expensive. Financial
losses arising out of natural catastrophes can be in the tens-of-
billions and stem from reconstruction costs, emergency and
medical response needs, business interruption and income
losses and compensation for lives lost. A large part of these
costs are borne by insurers, covering the damaged or destroyed
property and paying out on life insurance. However, insurance,
inherently by way of its design is not designed to cover massive
fat-tail losses (after all, the law of large numbers states that with
a large enough sample size, losses become predictable in sever-
ity). Who then, is left holding the bill? It is in the answer to this
question, that catastrophe bonds emerge as a tremendously
viable solution to tap into the gargantuan capacity of the broader

capital markets.

A catastrophe bond is an interest bearing security, usually issued
by an insurer that pays out if the covered event occurs. The bond
is a fully collateralized instrument where the investor’s principal
payments are held in an interest earning3 escrow account
(usually organized as a trust). If the covered event occurs the
bond will pay out in part or entirely (based on the structure of the
contract and the level of loss) in favor of the issuer. If the loss
never occurs, the investors are paid an annual coupon on their
principal by the issuer of the bond and ultimately the principal is

returned as well.
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Catastrophe bonds are appealing not only to issuers, but also to
profit seekers. Investors are constantly searching for new invest-
ment opportunities that offer them risk-adjusted compensation
with sufficiently high alpha. Catastrophe bonds, being relatively
uncorrelated to the broader global macroeconomic condition and
usually offering attractive spreads, do just this. According to
Deutsche Bank, over the past five years, cat linked securities
have outperformed ‘BB’ rated corporate debt by an average of
342 basis points4. Additionally, since catastrophe bonds are
usually fully collateralized, they have much less credit risk than
traditional reinsurance; this is very important for issuers and in-

vestors alike.

There are numerous benefits to be had by accessing the cat bond
market. The capacity within the catastrophe bond market and the
flexibility in structuring afforded to issuers are two salient drivers
of the market. According to Deutsche Bank, approximately
$12.5bn worth of catastrophe bonds (64% of the entire Insur-
ance Linked Securities market) are outstanding in 2012 and
most market participants are predicting a banner year for issu-
ance. As far as structuring of catastrophe bonds go, issuers can
choose to issue bonds with various different trigger mechanisms:
indemnity based, parametric, index linked, modeled loss and a
multitude of others. Currently, index linked bonds are the most
popular, with approximately 47% of bonds issued incorporating
such a trigger (Deutsche Bank, 2012). Catastrophe bonds can be
customized to make them narrower in focus to help issuers man-
age concentrated exposures. Products such as Guy Carpenter’s
County Weighted Industry Loss (CWIL) are linked to industry stan-
dard loss index measures. CWIL is pegged to a PCS loss index
and can be used to hedge catastrophic risks on a more geo-

graphically specific basis. (Continued on next page).
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Bibliography
1Great earthquakes are magnitude 8.0 and larger, while giant earthquakes are magnitude 9.0 and larger.
2(Bufe & Perkins, 2005) and (Brodsky, 2006)
3The funds are usually invested in very liquid, minimum risk securities such as treasuries and money market funds.
4(Deutsche Bank, 2012)
5Lane Financial LLC publishes quarterly, bi-annual and annual reports on new issues of catastrophe bonds. These reports are
available from 1997 onwards on the consultancy’s website and contain information on issuers, underwriters, pricing, contract
terms and a great deal more.
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As with any capital markets transaction, pricing is critical. Issuers will not sell catastrophe bonds to cover their fat-tail risks and inves-
tors will not buy them, if the risk contained within the bond cannot be priced. In essence, the question, “how much is the risk within
this bond worth” must be answered for catastrophe bonds to become more prolific. It is with a view to answering this question that I
analyzed a simple catastrophe bond pricing model developed by Morton Lane and Oliver Mahul in 2008. The model posited by Lane
and Mahul captures the effects of insurance market cycles on the price of catastrophe bonds. Insurance market cycles dictate the

level of capacity within the market and this in turn determines the pricing of risks (insurance premiums).

Lane and Mahul’s market cycle based model was tested in ability to price bonds at issue. In the primary market, 539 bonds5 were
analyzed over a time period extending from 1999 to 2010. The Lane Financial Long Term Index of Catastrophe Reinsurance Prices
served as a proxy for market cycle (Lane & Mahul, 2008). This resulted in a rich and comprehensive set of data which resulted in
2.451 as long term coefficient for expected loss and 261.291 as the coefficient for the cyclical market component.

About 87% (R2) of the variability in the bond price was attributed to the statistical model
and the independent variables contained within it. The model was corrected for certain
statistical anomalies (heteroskedasticity and autocorrelation); however, the corrected
model was not substantially different in its predictive ability and was still statistically
significant. As Lane and Mahul had posited in their original study, in addition to ex-
pected loss, the prevailing market cycle level has a material impact on catastrophe risk
pricing. Hard markets tend to incur higher spreads over LIBOR and vice-versa. The abil-
ity to approximate the price of catastrophe bonds is one less impediment in the way of

issuers and investors of catastrophe bonds alike.

If current scientific harbingers are accurate in their predictions for future natural catas-
trophe occurrence rates, the insurance industry is highly exposed to fat-tail risk. Some
of this extreme risk is captured by catastrophe modeling tools. Model changes in the
platform from Risk Management Solutions (RMS) resulted in expected losses for insur-
ers and reinsurers in the North-Atlantic (from hurricanes) to rise dramatically. However,
such tail risks pose difficulty in capital management, strategy development, and quick,
nimble responsiveness to market movements. Transferring huge cat risks to special
purpose vehicles (SPVs) is a viable capital management tool. Insurers and reinsurers
alike will have greater flexibility in their decision making, knowing that the tail end of
their PML (Probable Maximum Loss) curve has been accounted and planned for. This
flexibility is especially important in a market where rates appear to finally be hardening
and quick decision making ability can be rewarded. Large amounts of capacity, fuelled
by alpha seeking investors, present an opportunity for the (re)insurance industry to use
catastrophe bonds as short to medium term capital management tool. The level of inno-
vation within the space and tremendous flexibility in the structuring of catastrophe
bonds makes them a viable option for a large number of market participants. One can
only hope that when the big cat’s out of the bag, the (re)insurance industry is ade-

quately prepared to handle it.

Raoul Lobo, Catastrophe Risk Analyst

Arch Insurance Group

U P C O M I N G E V E N T S

We are working on a lot of up-
coming Educational and Social
Events. So be on the lookout

for our emails!

If someone forwarded this to
you sign up yourself at

www.reunder40s.org.



In an effort to become more familiar with our members we will highlight one member in each edition of
our Newsletter. If you are interested in being interviewed for the spotlight please email us at newslet-
ter@reunder40s.org.

Re Under 40’s caught up with Doug Sifert, Professional Liability Underwriter Aspen Specialty Insurance
Company. Here’s what he had to say:

Re Under 40s: How did you get involved in the Re/insurance Industry? How long have you been in the
industry?

Doug Sifert: I responded to an ad in Newsday and my resume was selected because I had worked at Starbucks and my job description
read “expedited espresso beverages in pressure filled situations”.

Re Under 40s: What kind of business do you work on?

Doug Sifert: I work on Professional Liability business with a focus on Lawyers, Accountants and Consultants.

Re Under 40s: If you weren’t working in insurance what would you be doing?

Doug Sifert: If I wasn’t working in insurance I’d probably be a chef or own/work at a winery. Working outside would be nice.

Re Under 40s: If you could have any super power what would it be?

Doug Sifert: I would want the power to speed up or slow down time depending on the situation.

Re Under 40s: Is there anyone who you feel has mentored you or pushed you along the way?

Doug Sifert: My mentoring has been mainly from the character Jack Donaghy from 30 Rock whose ways have been passed down from
the great Don Giese. I find it to be a lineage that has pushed me in the right direction.

Re Under 40s: What’s your favorite re/insurance phrase?

Doug Sifert: “sometimes we have to eat our own dog food” and I hate went people say “at the end of the day…”

Re Under 40s: What piece of advice would you give a young person in our industry right now?

Doug Sifert: Advice I would give to a person entering the industry is to get in early, stay late, ask questions and watch out for the large
number of people who are viewed as important but have no clue what they are doing.

Re Under 40s: What’s your favorite movie?

Doug Sifert: It depends on who I am talking to, for some people I answer Anchorman and for others it’s The Notebook.

Re Under 40s: What is the best part about your job?

Doug Sifert: The best part of my job is the interaction with the people and to somewhat be able to pick the people who I want to work
with.

Re Under 40s: What has been your most embarrassing moment in your career?

Doug Sifert: The most embarrassing moment of my career was when I was in my second year in the industry and I slept through a
staff meeting on a Monday morning and during that meeting they happened to announce that I had been promoted. I didn’t find out
until later that afternoon.
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After our history lesson we headed to JLT’s London office where we

had a presentation on the Aerospace Industry.

We started the work week on Monday with a presentation from Rod Smith, Southeast Regional Director of Lloyd’s America. Rod gave
an overview of the Lloyd’s of London and London Markets. Lloyd’s is an insurance exchange with a long and rich history going back to
1688, the origins of which started in the Lloyd’s Coffee House and which tradition continues through today. Lloyd’s is one of the larg-
est insurers and reinsurers in the world with nearly $85bn in surplus, 52 Managing Agents, 85 Active Syndicates, and thousands of

brokers, underwriters and support staff. In any given day perhaps 5,000 people work in Lloyds.

After the meeting we took a tour of the Lloyd’s building. We walked down on the actual trading floors and were able to see where all of
the business takes place daily. One of the most unique things we saw were the Loss Books. When Lloyd’s only wrote marine policies,
they used this book to record details of losses to ships or cargoes. Now that things are tracked electronically, the tradition is that they
keep two books on display: one for marine losses in the current year and one from 100 years prior. It just so happened that during
our visit it was the 100 year anniversary of the sinking of the Titanic. As such, we were able to look at the actual page on which they

first recorded this loss. Coverage for the Titanic's hull alone was £1,000,000 (about £95,000,000 today)!

We also met with the Lloyd’s Market Association. The LMA provides professional and technical support to Lloyd’s. All managing
agents are members of the LMA, although they are not required to be. The LMA also gets involved when there are issues or changes to

laws or regulations that will affect its members and acts as an advocate on their behalf.

To cap off this great day, we met with TRC’s London office where we heard a presentation on Professional Liability coverages and the
state of the London market for those lines. We also talked a bit about the non-U.S. business placed in London which was an interest-

ing perspective to get.

On Tuesday, the group was split up and paired with various London brokers. We spent the morning walking around Lloyd’s with our
respective broker shadowing them as they marketed their deals to underwriters at the “box”. This was an extremely eye opening
experience for the group as this displayed the face-to-face negotiation in the London Market. This is not something that we get ex-

posed to that often here in the U.S.

That afternoon we had presentations from Hiscox and Aspen. Hiscox gave us an overview of their operations and structure. Aspen

gave a very timely presentation on the Euro Crisis as well as an overview of their Credit/Political Risk products.

On Wednesday, we headed back to Lloyd’s and this time got to shadow underwriters. It was an excellent learning experience to be on
both sides of the transaction. We each were paired with an underwriter working on various lines of business and sat with him/her
while brokers presented them with business. Again, the face to face style of Lloyd’s is so unique that it made this experience invalu-

able.

That afternoon we squeezed in bit of history when we went to Guildhall for a history lesson on the city of London. There was an amaz-

ing miniature model of the city that even included finished versions of buildings that were currently being constructed. After our
lesson we headed to the offices of JLT for a presentation on the Aerospace and Marine Energy industries. This is another area where

We capped off the evening by attending a Lloyd's Under 30's Non-
Marine Group Happy Hour which was a great opportunity to meet
our peers in London.

Thursday was another full day of meetings with Executive Analysis,
Xchanging and S&P. We also had a happy hour event with the
London Under 35's Reinsurance Group.

The final two presentations on Friday were from LIU’s Crisis Man-
agement Group and Catlin’s Energy Team. Both were extremely
fascinating.

Everyone on the trip learned a great deal, made a immense num-
ber of contacts and had a really enjoyable/memorable time. I’d
like to give special thanks to the Board members who helped or-
ganize the event, in particular Greg Habay, Kara Owens, Brian
Green and Rob DiUbaldo. Also, a huge thanks goes to the compa-
nies that sponsored events, dinners, etc. especially JLT Re.
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Educational Event: Developments & Trends in Professional Liability - Cyber, D&O and E&O

With roughly 50 people in attendance, the May 31st educational event was a success! The topics included current trends in the
professional liability space including E&O, D&O and Cyber. The panel touched on recent losses such as MF Global, Dewey Le-
Boeuf, JP Morgan as well as developments in the subprime and banking crisis. The issues surrounding the Eurozone as well as
the trends in the Security Class Action space were also debated. In addition, we focused on new regulations such as Dodd Frank
and the JOBS Act as well as the recent guidance from the SEC regarding cybersecurity. The current rate environment and market
predictions were also discussed. The speakers, experts in the field, were excellent and kept the group engaged at all times. A
special thanks to all who came out, especially the speakers (Nick Tzaneteas from Transatlantic Reinsurance, Mark Camillo from
Chartis and Nick Durant from Guy Carpenter). Additionally, thank you to our members and sponsors (Edwards Wildman and
Weiser Mazars).

Social Event: Rooftop Social Event in NYC at Glass Rooftop Bar - Hotel Indigo

We had a fantastic turnout for the June 13th Happy Hour at the Hotel Indigo. We plan on expanding geographically and having more
events around the country, so if you are interested in hosting one in your city please let us know!

Community Service Event: NY Cares Day

On April 21, 2012 the ReUnder40s group helped clean Kissena Park in Queens, NY as a part of NY Cares Day. Be on the look out for
more community service events in the coming year!


