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Research Spotlight Q1 2020

Insurance investing opportunities compelling after strong 2019

— Repricing of Catastrophe Bonds to levels not seen for five years.

— Insurance Bonds as one of the last sources of attractive positive yield within liquid, investment
grade credit.

— In Equity, insurance sector consolidation and restructuring is expected to continue in 2020.

Last year saw strong investment performance across many asset classes globally, illustrated by the global
equity markets appreciating by over 25% and global corporate bonds by over 10%!?. As a result, the question
may now arise, do liquid asset classes still have a potential to generate attractive returns at all in 2020?

Twelve Capital believes that insurance sector investing can solve this quandary for investors. It has a bullish
2020 outlook across all major liquid asset classes i.e. Catastrophe Bonds, Insurance Credit and Insurance
Equity, each potentially offering around 5% gross dollar returns this year?.

Catastrophe Bonds: Targeting USD gross returns of 7%+ for 2020

Catastrophe (or ‘Cat’) Bonds sit at the liquid end of insurance-linked securities (ILS). Such funds generally
offer a weekly liquidity in UCITS format and allow capital market participants to invest into insurance event
risks, such as tropical cyclones, earthquakes and other catastrophes. Because Cat Bond performance is
contingent upon whether or not specified insurance events occur, it is lowly correlated to Equities, Fixed
Income and the general business cycle. This diversification is a key attraction for investors concerned about
the broader economic outlook.

! Source: Bloomberg. As at 31 December 2019.
2 Source: Twelve Capital.
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Figure 1: Attractive returns and low correlation to other financial markets

Cat Bonds generated strongreturnswith an average of more than 7% p.a. since 2002
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19w iss Re Global Cat Bond Index Total Return, calculated by Swiss Re Capital Markets, is a market value-w eighted basket of natural cat bonds tracked by Swiss Re Capital Markets, calculated on aweekly basis.
2JPMorgan Hedged USD GBI Global. 3MSCI World USD “The Dow Jones Credit Suisse Hedge Fund Index, an assetweighted benchmark that seeks to measure hedge fund performance and provide the most
accurate representation of the hedge fund universe. SEPRA/NAREIT Dev TR USD. 6The S&P GSClI serves as a benchmarkfor investment in the commodity markets and as a measure of commodity performance
over time. It is a tradable index that is readily available to market participants of the Chicago Mercantile Exchange. “The MSCI World Insurance Index is an Index focused at measuring the equity performance of
the c.80 largestlisted global insurance companies w eighted by free-float of market capitalisation.

Source: Bloomberg, Twelve Capital. As at 31 December 2019.

Cat Bond spreads reflect prevailing conditions within global (re)insurance markets. Twelve Capital believes
these are moving decisively in investors’ favour. The reason for this is that the last three years have witnessed
an increased frequency of meaningfully sized natural catastrophe events, including North Atlantic hurricanes,
typhoons in the Pacific and wildfires in California and Australia. To compensate for these losses, (re)insurance
premiums are now rising materially, terms and conditions are tightening, both materially improving the risk
adjusted pricing of (re)insurance contracts and by extension catastrophe bond spreads.

This asset class is currently seen at levels which have not been witnessed for the last five years. Twelve
Capital estimates that over the past 18 months bond spreads have increased by 100-150bps alone and are
expected to improve further. This is in stark contrast to wider Fixed Income markets that have experienced a
trend of tightening spreads. As a result, the market is currently priced at USD gross of loss returns in excess
of 7% for 2020.
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Figure 2: Spreads have increased over the past 18 months

Twelve Capital estimates overall spreads increases of approximately 100-150bps
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Source: Twelve Capital. As at Q4 2019.

Insurance Credit: Double digit returns potential in a bull case scenario

Twelve Capital has a near 10 year track record of actively managing credit strategies focused solely on
exploiting global insurance sector opportunities. At their core, funds are liquid and investment grade (or ‘1G’)
bond dominated.

Since the financial crisis, an ‘upgrade’ of the global regulatory environment was witnessed, as well as other
factors such as the insurance industry’s material investment into stronger enterprise risk management
capabilities. And, in addition, general balance sheet strengthening, supporting the sector’s defensive nature,
evidenced by low historical default rates. Yet and despite this, Insurance Bonds are expected to continue to
trade wide of broader credit markets.
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Figure 3: European Insurance Bonds offer favourable yields in comparison to bank and Corporate

Bonds
12
10
. |
\ )
6
4
2
0
N N N
o F P
Q Q N\

Q@ &l > > » » ) o o o A A A 2 &
N N N N N N N N N N N N N N N
U N N N N S . S N,
< N Q Q N AN} N A\) < Q Q N Q N\ Q
= Capital Securities - EUR Insurance LT2 - Yield to Maturity === Euro-Aggregate: Corporate -- -- Baa - Yield to Maturity

= Capital Securities - EUR Banking LT2 - Yield to Maturity

Source: Barclays Live, Twelve Capital. As at 31 December 2019.

Indeed, compared to insurance, most other sectors have made substantially greater progress at returning to
their pre-financial crisis tights. Twelve Capital believes the relative wider trading of insurance includes a
complexity premium, placed on the sector by those not overly familiar with the strong prevailing insurance
credit fundamentals.

Figure 4: Higher yielding sector predominantly IG Bond rated, spread range indicating further
compression to come, other sectors having returned close to their pre-crisis levels
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The 2020 investing backdrop for credit investors is one of a very low yield environment, exacerbated by central
bank actions. According to Goldman Sachs (Credit Strategy Q4 2019), approximately +53% of the European
Corporate Bond market was negative yielding, magnifying the value offered by Insurance Bonds.

Given a relatively sanguine macro backdrop, Twelve Capital sees 2020 for insurance credit performance as
likely being in the ranges of gross return in Euros of 5% to 7%, split approximately 60:40, spread:carry
contribution. However, a bull case scenario driven by greater central bank actions, could see this year’s total
gross returns exceed 12%. Driven by significant spread compression, as investors seek return from one of the
last remaining sources of meaningful IG yield globally.

Insurance Equity: Targeting USD gross returns of 10%+ for 2020

It is very much not business as usual within the global insurance industry. A confluence of factors is continuing
to drive a widespread industry restructuring and consolidation wave.

Figure 5: A sector that is in the midst of ongoing consolidation

Confluence of factors driving widespread industry consolidation wave
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Source: Twelve Capital. As at 31 December 2019.

What began approximately five years ago within reinsurance markets, has subsequently spread globally to
speciality lines insurance, retail property & casualty insurance and most recently life assurance markets. The
rising influence of InsureTech is providing further momentum for this year and beyond.
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Figure 6: M&A — Twelve Capital believes the story has much further to run
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Source: Twelve Capital. As at 31 December 2019.

The insurance industry restructuring and consolidation wave is expected to provide attractive opportunities for
equity market investors. First, there is potential for increased gains linked to harvesting merger and acquisition
takeover premia. These typically range between 25% and 40% based upon Twelve Capital’'s experience.

Second, it is not believed that the market has fully priced in the insurance sector’s potential to generate sizeable
business growth and operating margin expansion as the benefits of restructuring and consolidation take hold.
Therefore, EPS growth has the potential to outperform market expectations.

For new investors, Twelve Capital believes the insurance sector is not showing signs of overheated valuation
and that the entry point for investment is attractive. Relative P/E and P/BV multiples versus the global equity
market remain in line with their historic averages. Further, against the backdrop of a very low yield environment,
dividend yields from European insurers in excess of 4.5% are compelling in Twelve Capital’s view3.

8 Source: Twelve Capital and Bloomberg.
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Twelve Capital AG
Dufourstrasse 101

8008 Zurich, Switzerland About Twelve Capltal

Phone: +41 (0)44 5000 120 Twelve Capital is an independent investment manager

specialising in insurance investments for institutional clients. Its
Twelve Capital (UK) Ltd investment expertise covers the entire balance sheet, including
Moss House, 15-16 Brook’s Mews Insurance Bonds, Insurance Private Debt, Catastrophe Bonds,
London W1K 4DS, United Kingdom Private Insurance-Linked Securities and Insurance Equity. It also
Phone: +44 (0)203 856 6760 composes portfolios of its Best Ideas. It was founded in October

2010 and is majority-owned by its employees. It has offices in
info@twelvecapital.com Zurich and London.

www.twelvecapital.com

Disclaimer

This material has been prepared by Twelve Capital AG, Twelve Capital (UK) Limited or their affiliates (collectively, “Twelve Capital”). This
material has been furnished solely upon request and is intended for the recipient personally and may not be reproduced or otherwise
disseminated in whole or in part without prior written consent from Twelve Capital. It is expressly not intended for persons who, due to
their nationality or place of residence, are not permitted access to such information under local law as the product may not be authorised
or its offering may be restricted in certain jurisdictions. It is the responsibility of every investor to satisfy himself as to the full observance
of such laws, regulations and restrictions of the relevant jurisdiction.

This information was produced by Twelve Capital. The information herein may be based on estimates. All information and opinions
contained in this document are subject to change without notice. Twelve Capital’s analyses and ratings, including Solvency Il compliance
analysis, Twelve Capital's Counterparty Credit Rating and Twelve Capital’'s Legal Rating, are statements of Twelve Capital’'s current
opinions and not statements of fact. Source for all data and charts (if not indicated otherwise): Twelve Capital. Twelve Capital 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 memorandum(s) for these instruments which
will be available upon request. Investments in foreign currencies involve the additional risk that the foreign currency might lose value
against the investor's reference currency. Investors should understand these risks before reaching any decision with respect to these
instruments. The information does not take account of personal circumstances and therefore constitutes merely promotional
communication, and not investment advice. Consequently, Investors are advised to take all necessary legal, regulatory and tax advice on
the consequences of an investment in the product. Past performance is no indication or guarantee of future performance. The performance
shown does not take account of any commissions and costs charged when subscribing to and redeeming shares.

Note to EU investors: when distributed in the EU, this information has been distributed by Twelve Capital (UK) Limited in accordance with
the terms or its authorisation and regulation by the Financial Conduct Authority.

Note to US investors: Neither this information nor any copy thereof may be sent, taken into or distributed in the United States or to any
U.S. person (within the meaning of Regulation S under the US Securities Act of 1933, as amended). The products and services described
herein may not be offered to or purchased directly or indirectly by US persons.

Twelve Capital AG is licensed as "Manager of collective investment schemes" by the Swiss regulator FINMA. Twelve Capital AG is
incorporated in Switzerland, registered number 130.3.015.932-9, registered office: Dufourstrasse 101, 8008 Zurich. Twelve Capital (UK)
Limited is Incorporated in England & Wales: company number 08685046, registered office: Moss House, 15-16 Brook’s Mews, London,
WI1K 4DS. Twelve Capital (UK) Limited is registered as an investment adviser with the U.S. Securities and Exchange Commission (the
“SEC”) and as a commodity pool operator (“CPQO”) with the U.S. Commaodity Futures Trading Commission (‘CFTC”) and is a member of
the National Futures Association (the “NFA”) in such capacity. Such registrations and membership in no way implies that the FCA, the
SEC, the CFTC or the NFA have endorsed Twelve Capital (UK) Limited’s qualifications to provide the advisory services described in this
document. Twelve Capital (US) Inc. is incorporated in the United States of America, incorporation number 6249536251, registered office:
Little Falls Drive, Wilmington, New Castle County, Delaware 19808.

© 2020 Twelve Capital. All Rights Reserved.
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