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Introduction
Key Messages

Insurance Linked Securities (“ILS”) are a relatively new but 
rapidly growing asset class
ILS can be used by investors to enhance their portfolio returns
– Limited/lack of correlation with stocks and bonds enhances 

portfolio diversification
– Higher spreads than comparable corporate and asset-backed 

securities result in higher portfolio yields
Growing investor base and increasing investor demand provide 
more liquidity
Resilience to current challenging market conditions demonstrates
the diversification benefits carried by ILS
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Typically, floating rate notes whose principal is written down if pre-
defined natural catastrophe trigger conditions are met

Typically, floating rate notes whose principal is written down if pre-
determined loss ratios across a (re)insurer’s portfolio are exceeded

Floating or fixed rate notes where future insurance profits on a portfolio 
of policies are used as the security for payment of coupon and repayment 
of principal

Typically, floating rate notes whose principal is written down in a pre-
defined scenario of extreme mortality

Notes where the difference between the regulatory provisions and the true 
economic reserves is used as the security for payment of coupon and 
repayment of principal

Notes where the difference between the sum assured and the policyholder 
settlement can be used as the security for payment of coupon and
repayment of principal
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Using ILS to Optimise Returns
Insurance Linked Securities could help optimise returns through 
their non-correlation with other asset classes and high coupons 

Uncorrelated Insurance Risks Potentially High Coupon

Insurance risks are largely uncorrelated to 
stocks and bonds
– ILS provide returns which are 

uncorrelated with the returns on other 
investments in fixed income or equities

In addition, ILS do not carry the risks 
associated with an investment in the equity 
or debt of a (re)insurance company

ILS generally pay higher interest rates (in 
terms of spreads over funding rates) than 
comparably rated corporate instruments, as 
long as they are not triggered

Key Investment Characteristics of Insurance Linked Securities

Improved Portfolio 
Diversification Higher Portfolio Yield

Enhancement in Portfolio Return 
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Example of ILS Non-Correlation
The catastrophe bond market has proven to be uncorrelated with 
other financial assets, even during the subprime crisis

Average BB Catastrophe Bond Spreads(1) vs. BB 3-Year Corporate Spreads(2)
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1. Source: Lehman Brothers trading desk.
2. Source: Lehman Brothers Fixed Income Analytics.
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Market Size Overview
Both life and non-life ILS have shown a rapid growth over the 
last few years. Non-life ILS issuance continued even during the 
current market turmoil
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1. Source: Lehman Brothers. Includes transactions priced as of July 31, 2008. Excludes sidecars and recourse deals.
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ILS Investor Base
New investors continue to be attracted to the ILS sector, with 
more new dedicated ILS investment vehicles being set-up

Key categories of investors who participate in 
the ILS market include:
– Hedge funds
– Dedicated ILS investment vehicles
– Money managers
– Life insurers / Reinsurers
– Commercial banks
– Other investors
New investment vehicles focusing on ILS 
continue to be launched:
– Juniperus Capital Ltd launched on 27 May 

2008
– Amlin announced in May 2008 its intention 

to invest in a new venture focusing on ILS
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________________
Source: Lehman Brothers.
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Challenges for ILS Investors
Market Size / Liquidity

Understanding Insurance Risks

Current Market Turmoil

The ILS market is small compared 
to
– banking securitisation industry
– total risk held by the 

(re)insurance industry

ILS is becoming a rapidly growing asset class
– Increasing demand from investors
– Resilience during current market conditions

Increasing liquidity in ILS
– A growing and active secondary market

Insurance business is perceived as
– Opaque
– Complicated

More data/info is available with ILS

ILS investors are becoming more sophisticated, 
utilising actuarial and insurance expertise

Current challenging conditions 
could impact the growth of ILS

Capital markets have remained open to ILS 
issuance during the current turmoil

However

However

However
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Closing Remarks

Key Conclusions

ILS can be used by investors to enhance portfolio returns

– Efficient portfolio diversification

– Higher portfolio yields

Limited/lack of correlation with economic issues demonstrated 
by resilience of ILS to current market conditions

Improved liquidity of ILS resulting from growing investor base 
and active secondary market 
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Disclaimer
Disclaimer

This presentation is furnished only for discussion purposes, may be amended and/or supplemented without notice and may not be relied upon for the purposes of entering into any 
transaction.  The information presented herein will be deemed to be superseded by any subsequent versions of this presentation and is subject to the information later appearing in any 
related prospectus, offering circular, pricing supplement or other offer document (the "Related Documentation").  Information other than indicative terms presented herein (including 
market data and statistical information) has been obtained from various sources which Lehman Brothers considers to be reliable. However, Lehman Brothers makes no representation as 
to, and accepts no responsibility or liability whatsoever for, the accuracy or completeness of such information.  All projections, valuations and statistical analyses are provided to assist the 
recipient in the evaluation of the matters described herein.  They may be based on subjective assessments and assumptions and may use one among alternative methodologies that produce 
different results and, to the extent that they are based on historical information, they should not be relied upon as an accurate prediction of future performance.

This presentation does not constitute advice or a recommendation to enter into any transaction or an offer or an agreement, or a solicitation of an offer or an agreement, to enter into any 
transaction (including, without limitation, for the provision of any services).  By furnishing this presentation to the recipient, Lehman Brothers is not committing to any transaction.  
Although any indicative information included in this presentation is reflective of the terms, as of the specified date, under which Lehman Brothers believes a transaction might be arranged 
or agreed, no assurance is given that such a transaction could, in fact, be executed at the specific levels or on the specific terms indicated.

Transactions of the sort described in this presentation contain complex characteristics and risk factors.  Transactions incorporating derivatives may create additional risks and exposures.  
Products mentioned in this presentation may not be eligible for sale in some states or countries.  The value of and the income produced by such products may fluctuate, so that an investor 
may get back less than the amount originally invested.  Value and income may be adversely affected by exchange rates, interest rates or other factors.  Past performance is not necessarily 
indicative of future results.  If any such product is income producing, part of the capital invested may be used to pay that income.  Before entering into any transaction, you should consider 
the suitability of the transaction to your particular circumstances and independently review (with your professional advisers as necessary) the: (i) specific financial risks as well as the 
legal, regulatory, credit, tax and accounting consequences of entering into such transaction and; (ii) any information, warnings, risk disclosures and other matters disclosed in the Related 
Documentation.  Any decision to enter into any transaction must be made solely on the basis of the Related Documentation.  Lehman Brothers does not act as an adviser or fiduciary to any 
of its counterparties except where a written agreement expressly provides otherwise.  This presentation is not for distribution to private clients.

Lehman Brothers may make a market or deal as principal in any securities mentioned in this presentation or in any option, future, or other derivative instrument based on any such 
securities.  In addition, Lehman Brothers, its shareholders, directors, officers and/or employees, may from time to time hold long or short positions in such securities or in any option, 
future, or other derivative instrument based on such securities. One or more directors, officers, and/or employees of Lehman Brothers may be a director of the issuer of any securities 
mentioned in this presentation.  Lehman Brothers may have managed or co-managed a public offering of securities for any issuer mentioned in this presentation within the last three years, 
or may from time to time perform investment banking or other services for, or solicit investment banking or other business from, any company mentioned in this presentation.

Nothing in this presentation constitutes or is intended to constitute any of the activities referred to in Articles 21, 25(1), 25(2), 39(A), 53 or 64 of the Financial Services and Markets Act 
2000 (Regulated Activities) Order 2001 (SI 2001/544) ("Insurance Mediation Activities") or any agreement by or on behalf of Lehman Brothers to undertake any Insurance Mediation 
Activity.

This presentation and its contents are proprietary to Lehman Brothers, and no part of this presentation or its subject matter may be reproduced, disseminated or disclosed without the prior 
written approval of Lehman Brothers.  References herein to "Lehman Brothers" shall include Lehman Brothers International (Europe) and its affiliates.  Lehman Brothers International 
(Europe) is authorised and regulated by the Financial Services Authority.  © 2008 Lehman Brothers.  All rights reserved.
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