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In this series of three articles Twelve Capital initiates readers to the different ways capital markets’
participants can invest in the (re)insurance sector — namely via equity, debt and Insurance-Linked
Securities (ILS). The first one will delve into the distinctive features of each form of investment. The
series will then focus on secular trends such as climate change and population dynamics, exploring
their implication for the insurance sector and investors. Finally, the focus will be on the so-called
insurance cycle, with an outlook for investors in insurance equity, debt and reinsurance in the form of

ILS.

Executive summary

(Re)insurance companies operate under regulations that mandate the continuous
maintenance of capital in excess of certain specified minimum levels.

Capital markets participants can invest in the (re)insurance sector in forms such as equity
or debt of (re)insurance companies or Insurance-Linked Securities (liquid Cat Bonds, or
illiquid Private ILS). These investment opportunities present different levels of
permanence and loss absorbency. Hence, they show different levels of risks and expected
returns.

Investments in the (re)insurance sector historically offered attractive returns.!

Twelve Capital provides investors access to the entire spectrum of possible investments

in the insurance space, in a standalone or multi asset format.

Investment opportunity in the
(re)insurance sector

We identify three main ways for investors to
allocate to the (re)insurance sector: equity, debt
and ILS. These three types of financial
instruments offer different risk return profiles for
investors and have varying levels of
permanence and ability to absorb losses in
various stress scenarios. (Re)insurers typically
issue these instruments to either build their
regulatory capital (e.g., under Solvency II),
under capital models from rating agencies
(such as S&P or Moody’s), or essentially as risk
management tools.

- Equity: It is the most permanent form of
capital and it bears the highest form of loss
absorbency. Regulatory requirements often
demand a significant portion of capital to be
in the form of equity. Simplistically, and from
an accounting standpoint, the equity of the
company is the paid-in capital and the
accumulated retained profits. In  most
geographies, regulators need to approve the
return of equity to shareholders, via

! past performance is not indicative of future returns.

dividends or share buybacks, and typically
only permit this when there is more capital
than the minimum required.

Debt: Usually comes in the form of
Subordinated Debt in the EU or Surplus
Notes in the US. To count as regulatory
capital, it must have features that allow for
loss absorbency such as mandatory coupon
deferability in case of solvency not being
met. It should also have a minimum residual
maturity (typically more than 5 years). Short-
term bank debt or senior debt typically does
not qualify as capital; they can at times be
used to finance liquidity needs or
acquisitions.

Insurance-Linked Securities (ILS): Involve
the transfer of underwriting risk from a so-
called cedant entity to capital markets. For
cedants, ILS serves as a form of capital
and/or a risk management tool to reduce
volatility in underwriting results. Typically,
ILS represent an integral element of a
cedant’s reinsurance or retrocession
program and forms a core part of a
company’s strategy. However, it is less
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permanent than Equity or Debt as it is often
renewed annually. It focuses on
underwriting losses, is less exposed to
corporate risk, and not exposed to asset-
side risks. There are two main formats of
ILS: proportional and non-proportional.
Investors can access underwriting risks in
two ways:

- Proportional: A pre-determined share of
losses (and profits) on specific business
is transferred to investors. These are
structures such as reinsurance sidecars,
and are often used to protect against
losses with high occurrence frequency,
providing more coverage, but being
rather expensive. For the cedant, these
can act as a form of capital by reducing
the capital strain of new business, as a
portion of the risk is passed onto a third-

party.

- Non-Proportional:  This type of
reinsurance is essentially a limit over an
excess amount, providing more specific
coverage such as covering only
hurricane losses, and requires more
catastrophic levels of loss before paying
out. As such, Cat Bonds are a form of
Non-Proportional reinsurance. The most
common structures are “occurrence” or
“aggregate”. This means that the
financial terms are either applied to a
single event or the total losses within a
specific period.

ILS can focus on so called peak perils or
non-peak perils. Twelve Capital focuses on
peak perils, that are those where the
concentration of insured values is high and
the affected areas are exposed to low
frequency and high severity natural
catastrophes. Examples of peak perils are
US hurricanes and earthquake risks. While
peak perils tend to be the most researched,
modelled and understood catastrophic risks,
they are also those showing the most
attractive returns. In fact, (re)insurers are
required by regulators and rating agencies
to hold significant capital to cover these
potentially large tail risks. In contrast, non-
peak peril risks such as convective storms
and wildfires, have low capital requirements
as (re)insurers can benefit from
diversification credit. Low capital charges
translate into lower returns achievable for
investors.

Twelve Capital provides investors with access
to each of these asset classes, on a standalone
or combined format. The latter is via Twelve
Capital’s Multi Asset offering where two or more
of these asset classes are combined in a way
to leverage on distinct sectoral themes, cycles
and seasonality patterns.

Capital providers to the sector
are exposed to potential losses

As in all other sectors, any form of investment
in the insurance sector can experience a partial
or a full loss. Capital erosion can result from
underwriting losses — for example when claims
are higher than forecasted due to higher
frequency or severity — or non-underwriting
losses such as a write-down on investments, or
operational losses. A key part of Twelve
Capital’s investment approach is to assess and
model the potential loss associated to each
form of capital.

Underwriting losses

A (re)insurance company considers two broad
types of underwriting losses; Attritional, and
Catastrophe:

- Attritional: These losses are characterised
by high frequency and often low severity. In
the context of a portfolio of property risks,
these events might include damage to
contents or broken windows. Due to the
numerous occurrences of such events,
there exists a wealth of historical data,
making it feasible to model and predict
attritional claims effectively. Proportional
reinsurance, which covers a portion of
losses, often comes into play for managing
attritional losses.

- Catastrophe: In contrast, catastrophe
losses are generally low in frequency but
involve high-severity events, such as those
triggered by hurricanes, earthquakes, or
significant man-made incidents. Non-
proportional reinsurance structures are
typically designed to handle these large-
scale events. This could encompass tall
events like catastrophic hurricanes or
earthquakes, but it is also conceivable to
safeguard against more frequently occurring
events like floods, tornadoes, and hail
storms.
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Figure 1: Capital sensitivity
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In Figure 1, we are looking at how different
types of losses, whether attritional or
catastrophe, can impact different parts of an
insurance company's financial structure.

Starting with the horizontal axis: here smaller
amounts of frequency losses can be covered by
proportional types of ILS/reinsurance where the
risk is offset and spread into the market. As the
frequency of these losses increases, assuming
they are not too severe, we see that there is a
transition of losses into equity, as these claims
reduce profits and in extreme scenarios
retained equity and potentially debt.

Up to a certain degree, severity (vertical axis)
can also have some protection from
proportional ILS/reinsurance, but as the
guantum of loss increases, we move into the
territory of non-proportional coverages being
used to protect the wider capital base and pay
out claims. However, sometimes very large
losses will exceed the protection provided by
ILS/reinsurance and impact other components
of the capital structure. Subordinated insurance
debt would typically be absorbing losses in very
remote liquidation scenarios.

Frequent underwriting losses can impact equity
investors and, in remote cases, debt investors.
Cat Bonds, categorised as Non-Proportional
Reinsurance, are generally rarely impacted by
smaller, more frequent events. Severity is more
a concern for Cat Bonds, as they start to be
impaired when losses reach a certain trigger.

Equity and Debt are also impacted by severe
events, although generally to a lesser extent
compared to Cat Bonds.

Non-Underwriting losses

One of ILS’ main advantages is to offer
investors an instrument that is not correlated to
financial markets. The reason being the
protection they offer to cedents does not extend
to non-underwriting risks, such as those
associated with market dynamics (e.g., interest
rate risk, spread risk), nor asset impairments
and operational losses.

When looking at the (re)insurance sector
overall, we note that life insurance entities tend
to have more asset leverage than non-life
insurers that is a consequence of their need to
manage and match long-term obligations (e.qg.,
long-term savings, annuities) with suitable long-
term and potentially higher-yielding
investments. During periods of economic
adversity, the valuation of these investments
may undergo considerable oscillations,
potentially resulting in financial losses upon
divestiture.

Non-underwriting losses traditionally follow a
systematic trajectory, commencing with an
impact on the insurer's profit and loss (P&L)
statement before potentially impacting its
capital position. Losses should first impact the
expected dividends that a company intends to
distribute in the given year, followed by a
secondary impact on retained earnings for the
same period. Beyond this stage, excess losses
can start to affect the equity of a company
before potentially reaching the debt position. It
is important to note that this theoretical order of
payment may change based on various
circumstances, including regulatory
intervention or the company's decision to pay
uncovered dividends.
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Figure 2: Non-underwriting loss stack the premium is paid upfront. Cat Bonds are a
collateralised instrument, but where there are
- coupon payments during the course of the year.
Senior Debt There are mechanisms in place such that if a
Subordinated Debt coupon is missed then the contract_will become
void and collateral is returned to investors. In

- Capital both cases, credit risk is eliminated.
@ Ordinary .
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Different  structures, risk profiles, loss
- P&L absorbency mechanisms and tail risk of the
Foreseeable dividend various investments in the (re)insurance sector
- affect their expected long-term returns. These
different features also contribute to varying

Net income (excl. dividend)

Source: Twelve Capital. levels of expected volatility. Insurance cycles

) ] ) ) and capital influx in the sector, topics that will
When looking at collateralised reinsurance, it be covered in the third article, also play an
often mirrors the format of a zero-coupon bond, important role and influence achievable returns.

where the total collateralised limit is comprised
of the premium plus the collateral investment.
In this case there is no credit risk because all of

Figure 3: 10-year performance within Insurance
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Source: Twelve Capital, Bloomberg. As at 29 December 2023. Past performance is not indicative of future returns.
Eurekahedge ILS: The index is ILS Advisers and Eurekahedge’s collaborative equally weighted index of 25 constituent funds.
The index is designed to provide a broad measure of the performance of underlying hedge fund managers who explicitly allocate
to insurance linked investments and have at least 70% of their portfolio invested in non-life risk.

MSCI World Insurance: The index is an index focused at measuring the equity performance of the c.80 largest listed global
insurance companies weighted by free-float of market capitalisation.

Pan European Insurance Debt: The index is a subset of the Bloomberg Pan-European Corporate Index and measures the market
of bonds issued by insurance companies and denominated in different European currencies.

Swiss Re Cat Bond Index: The index calculated by Swiss Re Capital Markets, is a market value-weighted basket of natural cat
bonds tracked by Swiss Re Capital Markets, calculated on a weekly basis.

MSCI World Index: The index is a market cap weighted stock market index of more than 1’550 companies throughout the world
in USD.

Pan-European Corporate Debt BBB: The index is a subset of the Bloomberg Pan-European Corporate Index and measures the
market of corporate bonds rated in the range [A+, A, A-] and denominated in different European currencies.
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Over the past 10 years, stocks have
outperformed other asset classes. Insurance
Equity (MSCI World Insurance) has shown a
defensive stance compared to General Equity
(MSCI World), in particular in the recent rising
rate environment. However, despite its positive
performance, Equity has also unsurprisingly
been the most volatile asset class, especially
during major events such as the Covid-19
pandemic and the Ukraine conflict, contrasting
with the relative stability of Cat Bonds and
Insurance Debt.

Insurance Debt (Pan Europe Insurance Debt),
akin to other fixed income classes, has been
affected by the increase in interest rates. This,
however, has led to attractive forward-looking
yields for investors approaching the asset class
today. It is worth mentioning that insurance debt
has outperformed the corporate debt index
(Pan-European Corporate Debt BBB) while
presenting a higher credit quality. In the
European blue-chip insurance space, there has
only been one credit default in connection with
the Greek debt crisis.?

The Cat Bond index, which can be used as an
indicator for returns achievable in the ILS
space, demonstrates a defensive profile during
economic crises compared to debt and equity.
This is because it is not correlated to financial
markets, and losses stem from natural
catastrophe events, such as Hurricane lan in
September 2022. It is worth noting that despite
the fact that not all claims from Hurricane lan
have been resolved, the current market value of
outstanding Cat Bonds already takes into
account potential future losses.

2 The French insurance group Groupama missed a coupon
payment in October 2012 after suffering impairment losses
on Greek debt and equity holdings.

Looking at the historical data, we can draw the
following general statements on the key
features of the asset classes:

- Insurance Equity: It offers the highest
returns and highest liquidity among the
insurance  asset classes. However,
investors need to be ready to experience
higher volatility and drawdowns.

- ILS: Show lower historical returns than
Equities but lower volatility and no
correlation with financial markets. Different
types of non-proportional reinsurance can
be more or less liquid, with Cat Bonds funds
available in UCITS format. However, the
market is not as deep compared to
Insurance Equity and Debt.

- Insurance Debt: Investors can expect solid
creditworthiness as highlighted by the low
default history. However, the asset class
was not immune from recent interest rates’
movements. Itis a liquid investment that can
be offered in UCITS format. Products with
lower liquidity, higher credit risk as well as
higher historical and prospective returns
would also be available.

Twelve Capital, thanks to its domain knowledge
and expertise in insurance-related investments,
offers investors funds and mandate solutions
adapted for various risk/return targets. Its active
investment management approach integrates
ESG and risk considerations and leverages on
institutionalised, replicable processes.
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Figure 4: Complementary strategies and genuine diversification opportunities
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Source: Twelve Capital.

To be continued in part 2...

In the next article we will cover some of the

secular trends that are re-shaping the
insurance industry and the opportunities
available to investors.

Twelve Capital AG
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Disclaimer

This material has been prepared by Twelve Capital AG, Twelve Capital (UK) Limited, Twelve Capital (DE) GmbH 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 is an advertising document.

This information was produced by Twelve Capital to the best of its knowledge and belief. However, the information herein may
be based on estimates and may in no event be relied upon. 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 associated with subscribing to and redeeming shares.

This material contains information about Twelve Capital and its products as at the date of this material. The information contained
herein is of a general nature and does not purport to be complete or contain all the information that an investor should consider
when making an investment decision nor does it contain all the information which would be required in a disclosure document or
prospectus prepared in accordance with the requirements of the Australian Corporations Act 2001 (Cth) ("Corporations Act"). To
the maximum extent permitted by law, Twelve Capital makes no representation or warranty (express or implied) as to the accuracy
or completeness of the information contained herein and disclaims all responsibility and liability for the information (including
without limitation, liability for negligence). This material is for information purposes only and is not a prospectus, disclosure
document, product disclosure statement or other offering document under Australian law or any other law (and will not be lodged
with the Australian Securities and Investments Commission (“ASIC”)). The material is not and should not be considered an offer
or an invitation to subscribe for or acquire securities or any other financial products. The material is available to persons who are
"wholesale" investors (as defined in sections 708 and 761G of the Corporations Act). Determination of eligibility of investors for
the purposes of the Offer is by reference to a number of matters, including legal requirements and the discretion of Twelve Capital.
To the maximum extent permitted by law, Twelve Capital disclaims any liability in respect of the exercise of that discretion or
otherwise. The distribution of this material in other jurisdictions outside Australia may also be restricted by law and any such
restrictions should be observed. Any failure to comply with such restrictions may constitute a violation of applicable securities
laws. By accepting this material you represent and warrant that you are entitled to receive such material in accordance with the
above restrictions and agree to be bound by the limitations contained herein. This material contains certain “forward looking
statements”. Forward looking statements can generally be identified by the use of words such as, “expect”, “anticipate”, “likely”,
“intend”, “should”, “could”, “may”, “believe”, “forecast”, “estimate”, “target” “outlook” and other similar expressions and include,
but are not limited to, indications of, or guidance or outlook on, future earnings or financial position or performance of the funds
or Strategies mentioned. The forward-looking statements contained in this material are not guarantees or predictions of future
performance and involve known and unknown risks and uncertainties and other factors, many of which are beyond the control of
Twelve Capital, and may involve significant elements of subjective judgement and assumptions as to future events, which may
or may not be correct. There can be no assurance that actual outcomes will not differ materially from these forward-looking
statements. A number of important factors could cause actual results or performance to differ materially from the forward-looking
statements, including the risk factors set out in this material. Investors should consider the forward-looking statements contained
in this material in light of those disclosures and not place reliance on such statements. The forward-looking statements are based
on information available at the date of this material. Except as required by law or regulation, Twelve Capital undertakes no
obligation to provide any additional or updated information whether as a result of new information, future events or results or
otherwise. Indications of, and guidance or outlook on, future earnings or financial position or performance are also forward looking
statements. Twelve Capital does not guarantee any particular rate of return or performance nor does it guarantee the repayment
of capital invested or any particular tax treatment.

This is marketing material in the meaning of MiFID II.

This is marketing material in the meaning of FIDLEG.

All transactions should be based on the most up-to-date prospectus, the relevant key information documents and all applicable
local offering documents. These documents together with the articles of association as well as the annual and semi-annual reports
may be obtained free of charge from the legal representative, the fund manager or Twelve Capital's regional contact.

Note to EEA investors: when distributed in the EEA, this information has been distributed by Twelve Capital (DE) GmbH in
accordance with the terms of its authorisation and regulation by the Bundesanstalt fir Finanzdienstleistungsaufsicht (BaFin).
Note to US investors: Please note that the Securities have not been, nor will they be, registered or qualified under the U.S.
Securities Act of 1933, as amended (the “U.S. Securities Act”) or any applicable securities laws of any state or other political sub
divisions of the United States, and may not be offered, sold, transferred or delivered, directly or indirectly, in the United States or
to, or for the account or benefit of, any U.S. Person, except pursuant to an exemption from, or in a transaction not subject to the
requirements of, the U.S. Securities Act and any applicable U.S. state securities laws. The Fund has not registered and does not
intend to register under the U.S. Investment Company Act of 1940, as amended (the “Investment Company Act”) in reliance on
the exemption from such registration pursuant to Section 3(c)(7) thereunder and certain interpretations of Section 7(d) of the
Investment Company Act by the staff of the U.S. Securities and Exchange Commission. Accordingly, the Interests are being
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offered and sold only: (i) outside the United States to persons other than U.S. Persons in offshore transactions that meet the
requirements of Regulation S under the U.S. Securities Act; or (ii) to U.S. Persons who are (a) “accredited investors” as defined
in Rule 501 of Regulation D promulgated under the U.S. Securities Act and (b) “qualified purchasers” within the meaning of
Section 2(a)(51) of the Investment Company Act.

Note to Singaporean investors: this document has not been registered as a prospectus with the Monetary Authority of Singapore.
Accordingly, this document and any other document or material in connection with the offer or sale, or invitation for subscription
or purchase, of the product may not be circulated or distributed, nor may the product be offered or sold, or be made the subject
of an invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore other than (i) to an institutional
investor (as defined in Section 4A of the Securities and Futures Act 2001, as modified or amended from time to time (SFA))
pursuant to Section 274 of the SFA, (ii) to a relevant person (as defined in Section 275(2) of the SFA) pursuant to Section 275(1),
or any person pursuant to Section 275(1A), and in accordance with the conditions specified in Section 275 of the SFA, or (iii)
otherwise pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA.

Where products are subscribed or purchased under Section 275 by a relevant person which is:

(a) a corporation (which is not an accredited investor (as defined in Section 4A of the SFA)) the sole business of which is to hold
investments and the entire share capital of which is owned by one or more individuals, each of whom is an accredited investor;
or

(b) a trust (where the trustee is not an accredited investor) whose sole purpose is to hold investments and each beneficiary of
the trust is an individual who is an accredited investor,

securities or securities-based derivatives contracts (each term as defined in Section 2(1) of the SFA) of that corporation or the
beneficiaries’ rights and interest (howsoever described) in that trust shall not be transferred within six months after that corporation
or that trust has acquired the product pursuant to an offer made under Section 275 except:

(1) to an institutional investor or to a relevant person or to any person arising from an offer referred to in Section 275(1A) or
Section 276(4)(c)(ii) of the SFA,

(2) where no consideration is or will be given for the transfer;

(3) where the transfer is by operation of law; or

(4) pursuant to Section 276(7) of the SFA or Regulation 37A of the Securities and Futures (Offers of Investments)(Securities and
Securities-based Derivatives Contracts) Regulations 2018

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 registered as a limited company in England & Wales: Registered No. 08685046. Registered office: Moss
House, 15-16 Brook's Mews, London, W1K 4DS. Twelve Capital (UK) Limited is an appointed representative of Carne
International Financial Services (UK) Limited which is authorised and regulated by the Financial Conduct Authority of the United
Kingdom (FRN 823316). Registered in England, No. 11555138. Registered office: 2nd Floor 107, Cheapside, London, United
Kingdom, EC2V 6DN. Such registration in no way implies that the FCA has endorsed Twelve Capital (UK) Limited’s qualifications
to provide the advisory services described in this document. Twelve Capital (DE) GmbH is authorised and regulated by the
Bundesanstalt fir Finanzdienstleistungsaufsicht (BaFin) in Germany. Twelve Capital (DE) GmbH is incorporated in Munich,
Germany, commercial register number (registry court: Munich) HRB 252423, registered office: Theatinerstrasse 11, 80333
Munich. Disclosure Brochures with further regulatory information about our entities can be found in the "Regulatory" section on
our website.

© 2024 Twelve Capital. All Rights Reserved
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