Paradex U.S. Hurricane and WindX™

Dr. Paul Rockett
5t January 2009

™
Bringing Science to the Art of UnderwritingE E



Agenda

A Motivation

A WindX™

A Paradex U.S. Hurricane
A Data Coordination

A Summary

© 2009 Risk Management Solutions, Inc. CONFIDENTIAL E



The Reinsurance Market Today

N\

A Reinsurance market is approx $170bn

A ART accounts for around 12% of reinsurance cover
A%

8%

H Traditional
ILW
® Cat bond

A But, small relative to other fixed income issuance

. I Slgﬂgme $6.5 trillion of securities were issued in 2007"
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Paradex U.S. Hurricane and WindX™

Issuers Investors

Minimal basis risk Robust definitions

Customizable Transparent structure

Low counterparty risk Objective calculation

Rapid settlement Rapid settlement
Liquidity Liquidity

A WindX™
I Parametric index using wind speeds recorded in U.S. hurricanes
by the WeatherFlow® Hurricane Mesonet

A Paradex U.S. Hurricane

I Combines hurricane event parameters with wind speed data to
create a footprint from which an industry loss index is derived
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WeatherFlow® Hurricane Mesonet

Detroit
°

AMajority of stations to be on ten -
meter concrete poles

Pittsburgh
>

AAIl stations rated to at least 140mph

AAnemometers rated to 220mph

ACellular link with 1Gb flash backup =~ =
A Solar powered battery backup .
A Secure data transfer and storage a8
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WindX™ Contract Example

T

Derivative type contract (insurance) on each individual tower

MAPO Example:NMI, CUT and KBI stations; equally weighted

> >

Contract attaches at 70 mph; tick size $1m per mph above
attachment; contract limit $20m

o>

Season includes 3 hurricane events; winds as follows:

Event 1
Event 2 55 69 65 63
Event 3 106 90 104 100

A Payout: Event 1 $8m; Event 2 $0; Event 3 $12m
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Paradex Methodology

Event
definitions

Objective and
transparent
declarations of
event
occurrence
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Hazard
footprint

Determination
of hazard and
fine resolution

Hazard to index

lookup table

Zipcode |[LOB |Speed| Index

96861AUTO| 156 $502,643

9686JAUTO| 157 $521,942

96861AUTO| 159 $546,202

96861 COM 49| $ 5,444

96861 COM 50| $ 6,441

96861COM 514 $ 7,75(

Relationship
between
hazard and
estimated
industry loss
for given
region

CONFIDENTIAL

Regional index
values

Calculation of
resultant index
values and
publication in
bulletins
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Paradex Post Event Process

Observe Maximum Station Wind Speeds

WeatherFlow Hurricane Network Florida Coastal Monitoring Program

Generate Modeled Wind Field

Track parameters from NHC Rmax optimized to station data RMS windfield generator

|¢

|¢

Update Wind Field with Observations

Windfield updating algorithm

|¢

Estimate Loss

Look up ZIP-code loss based on ZIPcentroid wind speed
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Wind Field Estimation Technology
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Quick Event Reporting

AEvent occurrence as determined by Paradex
AData requested from reporting agency

AData received, preliminary index values calculated
APreliminary Event Bulletins issued if significant loss expected

AComplete data received

AFinal Event Bulletin issued up to 40 business days after an
event
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Data Stream Coordination - Hurricane lke

,4k‘ v '» l
R Paradex Zip Code
( Interpolated Wind Speeds
|

| 45-55 mph
| 155-65mph
|7 165-75mph
[ 75- 85 mph
I 85- 95 mph
I 95 - 105 mph
I 105- 115 mph

Weather Station
® NWS Events

® FCMP

@ Reconnaissance
® WeatherFlow
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Hurricane lke maintained
strength inland, causing wide
spread damage

WeatherFlow® stations recorded
perfectly but concentrated
around Houston

FCMP stations also concentrated

NWS stations largely failed to
cope with the high wind speeds

Vast swath of Texas not covered
by reliable instrumentation

Could better coordination have
provided a more complete
picture?
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Summary

A WeatherFlow Hurricane Mesonet makes parametric
hurricane solutions practical for the first time

A WindX
I Wind speed trigger; wind speed cover

A Paradex

I Parametric loss trigger, derived from event parameters and
measured wind speeds

I Parametric alternative to indemnity loss based covers

A Coordinated Data Streams =» Improved Footprint
=) | ess Basis Riskm» Better Product
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