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Participants from Eastern Europe, Southern Caucasus, Western Balkans and Central Asia (RBEC/EC
and territories expressed their keen interest for a better understandiagoobmics behind disasters an
shocks that are posing significant threat to human lives and personal wellbeing, accentuating inequal
UNDP regional initiative has therefore provided a rselkttoral forum for technical assessments, partners
discussions, outreach and advocacy in DRR financing. The Government and international
representatives benefited from the perspective and solutions proposed by international financial inst
private companies and academia. This event wasnged actively on social media (#eciscatbond
#ResilientFinance).
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At the opening of the workshoerd TrogemannUNDP Istanbul Regional Hub Manager has welcomed

everyone and emphasized the importance of knowing the risks induced by climate chargearichtty of
financing the risk reduction today, when disasters pose significant threat especially to the poor, acce
inequalities. He pointed out the importance of Sendai Framework for achieving the SDGs, stating that
making DRR finanginore to its strategic agenda.

Armen GrigoryanUNDP Team Leader of the Climate and Disaster Team has introduced the participant

htuatil
UNDF

5 to th

workshop objectives. He stated that thisdags regional event is the first of such initiatives in the region to

sipport countries build understanding and national capacities to increase DRR financing investments
the importance of knowledge facilitation and announcing that a series of similar events will follow.

Jan Kellett NDP Special Advisor has furtheroduced the participants into the trends of DRR financing
the overall role for insurance in development, facilitating further sessions during the workshop and mak
between the areas of discussion over the two days of workshop.

The worksop brought togethe®6 participants in what has been the first event in the region focused on
financing and the role of insurance for development, the first in a series of evergigiandl dialogues.

The workshop looked at the big picture of askl vulnerabilities in the regidraming the risk reduction

stres

and
ing lir

DRR

financing in the broader development context, identifying financing instruments for the region, flagging

insurance penetration challenges in the region, discussing regulatory asjecfirafcing instruments suc
as Catastrophe Bonds, explaining what Insurance Linked Securities @h8)what are the trend of ILS

N

in

market. Then the discussions narrowed down at the level ofinsigrance, discussing barriers or limitations
using thesenstruments in agriculture sector (which is one of the most vulnerable in our region) and p

esent

useful lessons learned provided by UNDP piloted approaches of risk insurance UNDP in the world (e

Philippines) and in the region (Basmd Herzegovina iad Georgia) The workshop concluded by widenin
the picture again, looking at the SDG financing in middle income countries, the challenges posed by tr
financing approaches, proposed solutions and partnerships needed to achieve sustainalafitijearoe r

The event ended with a group exercise which have explored the feasibility of setting up sub region
financing platforms with a focus on Insurance for Development to share knowledge and technical exp
regional and sub regional lewelThe target audience of the workshop entailed government representa
from ECIS states and territories, which have a role to play in developing an enabling legal and

environment and promoting DRR financing mechanisms; representatives wbriatecoenmunity (mainly,
international organizations and IFIs) and private sector practitioners developing and managing various

financing instruments.
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WELCOME ADDRESS

In his welcome address, Mr. Trogemann emphasized the importance of krjowir
the risks induced by climate change and the centrality of financing the| risk
reduction today, when disasters pose significant threat especially to the popres
of the poor, accentuigiy inequalities.

GERD He underlined the importance of haviigks acknowledged, planned for and
TROGEMANN financed to increase resilience. While the costs have always been significant,
disasters are increasingly more expendin2017 the series of major hurricanes
pushed overall losses for the year to US$ 340%liack of resilience to disasters
Manager of the (which increasingly have massive consgquential im_pac;s well beyond the|dire
UNDP Istanbul event) in both developed and developing economies is a growing threat to

Regional Hulfor economic growth arglobal security.

Europe and CIS

He further stated that the seven targets of the Sendai Framework are critical to
achieing the SDGs and 2030 Agenda, showing that clearigtainable

development i be achieved only if it will bask informed. This workshop wi
pave the way to establishing a multi stakeholder platform to coordinate DRR
financing initiativeswith focus on the role of insurance for developmneihie
region and by so doing wilomplement and support the Priority 3 of Sendai
framework.

ConcludingiMr. Trogemanshowedthat over more than a decade, UNDP has
facilitated support for vulnerable communities through partnesstips
expl ai ned t heapaCty fgranacroana micrainsuasice products,
initially by financing and executing feasilyiliessessments followed by
contribution to product rollout.

He stated that bilding on this work, UNDP makes DRR financing core to its
strategic agenda.




ARMEN
GRIGORYAN

Regional Cluster
Leader- Climate
Change/Disaster
Resilience and
Global Energy
Policy Advisor,
Bureau for Policy
and Programme
Support, UNDP

OPENING REMARKS

In his opening statement Mr. Grigoryan has thanked countries and territories

for the interest manifested and introduced the main scope of the regi
workshop,rfaming the theme into the broader development context.

He walked the participants through the issues to be explored during the
days event, ranging from thecurrent state of globahatural disastes 0
financingwhich ontributes to making the sustdileadevelopment a reality
continuing withlessons learned thatan be adapted in the region and
discussing theolicy reforms needed to accelerate development of natiorn
and regional dsaster financing platforms as welldser DRR financing tools

He further emphasized that UNDP leverages its neutral convening powe
facilitates partnership with governments and representatives of private se
The workshop discusses the opportunity of setting-upgiabal knowledge

exchange and coordinatigiatformson DRR financingmnong countries and
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territories in Europe and CIS that are seeking solutions to similar problems.

Mr. Grigoryanconcluded his introductory remarks by announcing that U
is conducting regional events and dialogues and in 2B&9following

NDP

Istanbul Development Dialogue will be dedicated to partnerships and

development financing. He showed tihé initiative is the first in a series o
similar events that will follow suit, which are expected to add clarity
partnerships anéinancing needed to achieve development gains across
main global agendas Agenda 2030, Sendai Frameworks for DRR and R
Agreement.
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0 & paramount for
all countries and
communities to
consider risk and
development as twao
sides of thesame
coin, inseparable,
indistinguishable.
Only through doing
this, and considering
risk in every action,
can development be
truly sustainable.
And insurance, risk
financing, will help
deliver on that
commitment to
sustainabi

The Past, the Futurdirends for Risk Financing
(Jan Kellett,Special Advisor, UNDP

In his presentation, Mr. Kellett introduced the audience to the purgdaserahce
for Developmentdescribing Insurance as a Manager/Carrier of Risk and centra
development and managemai risk, as well as a major investor; this is the case
countries and communities. Central to the relationship between insuranc
devel opment i'sS not only the wvalue
protection gives to countries and wlials, allowing them to do something oth
than they may have done, knowing a critical asset or service is protected. Lo
further into the issue, Mr. Kellett explained the two sides of the Insuranc
Development: Protectiand Investment, desanp thebleak statistics of 2017 that
highlighted the insurance gap: 710
US$ insured. He further showed that uninsured losses are significant and effe
reversing development gains. On the investnamhsi noted that whereas ODA is
only US$ 150 billion, the Insurance Industry has US$ 25 trillion under manage
These assets, must be deployed to tackle the Investment needs in developing cc
US$ 5 to US$ 7 trillion a year until 2030; while thedstment gap is around USY
2.5 trillion a year.

Mr. Kellett further explained the issue within the framework of the Agenda 2(
showing that at least six SDGs are relevant for insurance even while the §
themselves are rather blind to risk, wheretheroglobal discussions of 2015 have
similar mixed priority on risk. Financing risk is delivering on the sustainable
countries and communities would not be sustainable unless we understand risk
transfer risk. Challenges to the increased rbfancing risk ideveloping countries
includes: limited number of donor, national relevance (priority unclear), fragme
initiatives while opportunities were highlighted eg. Donors are engaged (t
engaged arereally engaged); Industry is ready andilling to work with the

development sector, which itself is increasing its focus on risk; and the Paris Agr
will increasingly focus country attention on risk, resilience and related investm
adaptation.

Therole of UNDP in the insuranefr-developmenthas been explained as building
on past initiatives at country, regional, micro, sovereign, advocacy, resaaich
more levels and enjoying the highest level of commitments from its Adminis
UNDP is drafting anlnsurancefor-Development Sategy which shows the
importance of DRR financing at corporate level and coordinated actions to be te
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Key areas of future focus are: natural capital, micro, investments, and building

insurance into existing initiatives.

He concluded by presentingute trends and the UNDP strategy which is tailored
fit countriesd® needs and make sense
while pursuing a participatory approach and facilitation of partnerships. And fing
critically is the focus @utcomes while being mindful of the tools and services w
need to be right for the region or countries.
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! Session 1
The BIG PICTURE of DIR&1Eing

FacilitatorDaniel StanderGlobal
Managing Director at Risk Management
SolutiongRMS)

Session 1 explores the experience in DRF
financing, what hdseen done and what
gaps exist

Keynote speakers:

M Rosalind CookExternal Relations
Officer, UNISDR

Thomas W. KessleRrincipal
Disaster Risk Inaoce & Finance
Specialist, ADB

Mohamed A MAI-Hadi, Senior
Fragility and PosConflict
Specialist, Human Development
Division, IsDB

Kota Katsumata Representative,
JICA Turkey Office



oOn average economic
losses from natural
disasters outstrip
insurance coverage 3:1

there is sufficient capital
in the private sector to
finance much more of this
risk and solutiorexist
which can beailored to
each count§y seed®

TheBIG PICTURE DRR Financing
(Daniel StanderGlobal Managing Director at Risk Management Solutions

Before introducing the panelists, Mr. Stander framed the panel in terms of the

importance of financing resilience. He presented this challenge agains
backdrop of three rising trends.

First, exposurés increasing and increasingly concentrated. He provide
statistics to evidence the pace and extent of urbanization. In 1900, fewer {
250,000 people lived in cities globally. By contrast, current estimates sugd
that nearly 6.5 billion peoplewilli ve in the worl do
Exposure therefore is increasing exponentially in urban areas.

Second, hazards are increasing in all corners of the globe. In Eastern E

and the CIS, there have been 314 disasters over the last ten yeatsngesu

in more than 60,000 people killed, 11 million affected and physical damal
alone of $25 billion.

Finally, he stressed that while risk is increasing, insurance penetration is r
average, economic losses from natural disasters outstrip instoeecEe
3:1. The protection gap is increasing globallgnd the gap is all the more
acute outside of the US and Western Europe.

How do we turn these risks into resilience? Daniel invited the audience to
on the fact that governmeriisand therebre taxpayersd have become the
insurers of last resort. Governments are not, however, capitalized to opé
like insurers.

Yet, as Mr. Stander showed, there is sufficient capital in the private sect
finance the risk. Moreover, solutions exist,thaese can be tailored to each
countryds needs.
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OcEconomic losses tell us
part of the story. Anothel
part of the story is that
there is a big amount of
lossesthta we doi
data ono

Disaster Risk profile of ECIS region

(Rosalind Cook External Relations Officer, UNISDR)

Ms. Cook started her presentation by clarifying the mandate of UNISDR, &

part of the UN familyand the custodian of the Sendai framework. The

presentations showed that most hazards are posed by earthquake, flo
storms, droughts, wildfires with two countries in the region (Tajikistan
Georgia) being part of the top ten countrieffected by these hazards
leading to unsustainable losses, reversing development gains and d
inequality.

Economic losses in terms of GDP did raise up to 142 billion $US between 2

2016, jumping to 334 in 2017. Rosalind stated that economic losses tell us
of the story. Another part of the stodyis represented by big amount of
|l osses that we dondét have data o

eing
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Rosalindhas further emphasized the need for risk informed measures that build

resilience and that are integrated and inclusive whbkociety Sendai

Framework promotes global targets that are reducing human casua’[ties,

reducing the affected people, economic losses and damages to cr
infrastructure at the same time increasing number of countries with nation
local DRR strategies by 20, increasing international cooperation an
increasing availability and access to rrhdizard early warning systems and
disaster risk information and assessments. Coherence across intern
agendas will be needed.

She concluded that as disastik is increasing investment decisions tod
shape future risks and Investing in disaster risk reduction is an ess
component of Sendai Framework. Disaster risk reduction strategies can
investment priorities, support bankable projects andtnasisfer. Although
action is underway, the scale of challenge calls for scaling up efforts
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accelerate financing resilience to keep pace with disaster risks. Urbardzation

where 20 trillion doll ars wil |l ashg¢
an example of an opportunity to go for a risk proof infrastructure.
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oCosts of Disaster Ri
Reduction and Responst

U

Reduce risk to the poil
where it is no longer co:
efficient to reduce it any
further and transfer the
residual risk leveraging
the private re/insurance
industry and the capita
mar ket o

Experience in DRR financing: What are the gaps? What has been done?
(Thomas W. KesslerPrincipal Disaster Risk Insurance & Finance Specialist,
ADB)

Mr. Kessler underscored the importance of acting now i.e. using the available
data and modelling systems kmow risks and act upon this information.
Describing the main hazards with which the region is confronted (floods,
droughts, earthquakes, landslides, extreme temperatures) he then illustrated
how modelling and historic and modern data are used to estfinatee and
protection gaps giving examples of cumulative losses in case of earthquakes
in the ADB focus countries eg. expected annual loss for Afghanistan,
Azerbaijan, Georgia, Kazakhstan, Kyrgyz Republic, Tajikistan, Turkmenjstan,
Uzbekistan, Mongolia $US 2.8 billion (computed by the Karlsruhe Institute

of Technology together with Chaucer).

He then discussed the Infrastructure finance gap in Asia Pacific estimated by
ADB (US$ 26 trillion btw 2018030; US$ 241 billion annually being specific
climatechange mitigation and adaptation, including climate proofing) and
highlighted that 2.4% of projected GDP for they&ar period from 2016
2020 is the difference between investment needs and current investment Jevels
explaining that governments could assd®fb6 of the gap (with support of
fiscal reforms) while 60% of the gap would have to be filled with private
sector financing up to $250 billion a year (an increase from $63 billion today).

Thomas walked the participants through the graphics represehting| t
magnitude of the protection gaps in the world and explained the concept
behind calculating the costs of disaster risk reduction and response ie. by
0reducing risk to the point wherile |
further 0 dhe pewenitd of thg potemial disaster and taking in
consideration the costs of disaster and climate resilient measures and residua
risks (cost of information, cost of capital, operating costs, annual expected|loss)
Disaster and climate resilience measucan be incorporated into
infrastructure investments through detailed engineering design and planning,
sometimes with relatively little incretabrexpenses (on average 4.5%)
Residual risks can be transferred leveraging the private re/insuranceyndustr
and capital narket limiting overall exposur@nd ensuring more sustainable
GDP growth in disaster risk prone economies.

He concluded by presenting the ADB risk transfer activities and with a
description of ADB products, at the end suggestirigfiatance of exploring
more the possible benefits to combine lending with innovative risk transfer
solutionghere by accelerating more private sector financing and public
private partnerships for sustainable DRR infrastructure projects.

10



oPart of itsresponsibility
towards its member
countries, IDB has active
providedassistance and
support to countries
affected by natural or
manmade di s

ISDB Intervention in Disaster®lohamed A M AtHadi, Senior Fragility and
PostConflict Specialist, Human Development Division, IsDB)

Mr. AlHadi has walked the participants through the mandate, geographi
coverage and activities of the Islamic DevelopnBamk highlighting the
responsibility taken up by his organization towards the member countries

cal

that

is to actively provide assistance and support to countries affected by natural

or manmade disasters, with most of this assistance entailing sugpast e
after the disasters occurred as well asame in terms of planning and
funding preventive projects.

He informed the audience about the transformation that his organization
gone through under the new management in which issues of buildin
resilience of disasters, climate change and fragility has been given sp
attention. As a result, a new defg
Devel opment 6 is created which is

He then highlighted the fact that fimémy of DRR portfolio has increase
throughout the years, presented models of DRR finance and exampl
mixed financing underlining the different distribution of types of interven
being by and large of Rehabilitation type(80%) while Mitigation repns

11% and Response 9% of the total portfolio with most of the projects be
distributed in Asia (71%), MENA region (18%) and Africa (10%).

He concluded by highlighting the
mainstreaming the DRR in progvelopment, supporting member countri
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in development of National Disaster Management Strategies and studying the

possibilities for disaster risk insurance.
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dDisaster Risk
Reduction requires ¢
taillor-made
combination of
Structtal and Non
structur a

dnsurances and Ris
Transfer/Sharing
are effective in
some cases, howevi
should not come as
first priority in most
countries due tthe
amount of
unprotect

JICA and JAPAN experience in DR
lessons learnedKota Katsumata Representative, JICA Turkey Office)

Mr. Katsumatastarted by highlighting important issues in deciding t
applicability of insurancesamelyrisk location, time, sharing risks and size
total risk. He continued with examples of hurricane cooperative mutual su
insurance, where risk was shared apm@ighboring countries.

Another example provided by Mr. Katsumata referred to applicab
insurancein case of crops (using rainfall oriented index as triggers) follow
by discussion around a type of insurance that coalde moral hazard

namely flod insurance without meastigsically in urban areas, where
damage could be too large to be entirely coveradhereinsurance may help
recover however without mitigation measure that could reduce damage lo
and hazardwill occur again causing morardage. To exemplify the latter,
he referred to flood disasters in Thailand where, in the absence of

mitigation measures, insurance companies havedefgprovide further

servicesMr. Katsumata has further touched upow and why governments
need b act and ensure required minimum safety and choose among the vg
insurance products that areltaed to suit specific hazards.

He then highlighted that structural measures are as important as nonstry
measures and ideally a combination of bstiould be implemented for the
minimum civil protection safety and has showed how insurance helps ac
financial flows and stressing the importance of efforts to shift towards
investments and preventiorExamples of cost benefits (eg.$1 spent fc
prevention saves $87 in response) were provided to show the econon
incentives. He has further explained that during the efforts to shift from g
disaster response to prevention and mitigabefore disaster happerhere
are three types of support @h need to work together: sedupport, public
support and mutual support to respond to unprotected risks.

After the maximum structural efforts implemented by the government, m
support and selfupport come at play to tackle the residual risksrdnse
might be a great tool as safety nets to cover the residual risks but as risks
too large to be covered and transferred, initially structural measures nee
be in place to ensure minimum civil safety. Hence a combination of stru
and nonstretural measures need to be implemented.

He concluded with examples from Japan that backs this statement, and
are indicative of the importance that the government of Japattaishing to
pre investments and Build Baeki® measures eg. at the reewy stage of
the | sewan Typhoon in 1959, Japa
by investing 8% of the annual budget in DRR structural measures to bui
strong infrastructure. This approach is applied every time Japan is struck
major disster, when he respective event is used to Build BaeteB
infrastructure and improve regulations and technology.
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Session 1
The BIG PICTURE of DRR financing

Moderated Discussionglan Kellett)

Discussions, questions and answers revolved around formal and informal meas
promot e civiec safety and gover nmen
community support (people helping each other at community level) is one fo
excellent suppothat need to be complemented by insurance products, which are fo
and based on clear data and which need enabling regulatory frameworks to
functional at country level.

Discussions also clarified the fact that DRR issue is broad and it tzelsieseint
financing gap and protection gaps. Further touched upon the need for innov
approach, to apply a combination of products for risk insurance and transfer, tail
to country needs. For this to happen, governments need to know the riskssamd
the risks.

Challenges remain: mobilizing private sector financing is still a problem, alth
insurance industry has the necessary capital, hence the need for governments to
enabling regulatory frameworks.

Japanese government methodidéd@ation of DRR budget, mainstreamed into secta
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budgets, has been discussed as example; all participants acknowledged that this

practice is not common in the region and agreed upon the existence of a real ne
assign a proportion of the budget forRR and redirecting funds for preventio
measures, as exemplified by JICA representative.

The facilitator concluded the discussions by summarizing the main highlights of the
which has focused on various issues ranging from understanding thenargdaatiral
hazards in the region and how to scale the disaster risictied for the region, ending
with the costs associated to tackle its complexity.
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Session 2

TRANSFERRING THE RISK

FacilitatorAndy Palmer DeputyHead of ILS Structuring,
Director, P&C Structured Solutions, Swiss Re Capital Markets

Session Zxplores modalities for Risk transfer, challenges anc
solutions, key considerations for sovereign risk financing and
transfer programmes

Keynote spe&ers:

A Andy Palmer,Deputy Head of ILS Structuring, Director,
P&C Structured Solutions, Swiss Re Capital Markets L

A Alexander FrostHead of Global Risk Intelligence & Dat
at Axco Insurance Information Services

A Henning LudolphsManaging Director Retroggions &
Capital Markets, Hannover Re

A Rom Aviv, IBI ILS Partners Ltd

14



"From an expost
perspective, the
availability of insurance
offers the best mitigation
approach against real
and fiscal consequences
of disasters"

Sovereign Risk Financing. Introducti to disaster risk transfer. Key
Considerations for Development of Sovereign Risk Financing and Risk
Transfer Programmes

The problem: need for capital to rebuild assets and avoid poverty post
disaster eventAgdy Palmer Deputy Head of ILS Structuring.ebtor, P&C
Structured Solutions, Swiss Re Capital Markgts Ltd d
in
Mr. Palmer introduced Session 2 panelists and after a short presentati}r;]of
il

Swiss Re Group, has continued by exemplifying how multiple risks can ifpac
public budgets in a variety of waysigHer costs (emergency response co 5
reconstruction of public property and infrastructure; support feineored

hougholds; costs of replacements) are compounddadvigr revenues (eg.
Lower tax income; lower tourism income; lower export revenues; reputational
damage/loss of investor confidence). t

Mr Palmer has discussed the example of Chile 8.8 magnitude earthqua
2010 resulting in 2 million people affecte®70,000 houses severely

sovereign creditworthiness.

The presentatiozontinued with a discussion around risk transfer, sovereig
financing and the governmentds r
options a&e postevent (tax increases; donor assistance; raising debt; budget
reallocation) and prevent (Risk Transfer; contingent financing; reserve fund).

Andy has then walked the participants through the different risk transfer
solutions to close the protentgap, clarifying different types of risks and the
different carrier of risks and identifying risk transfer solutions.

He concluded by showing that sovereign risk transfer solutions can take variou
forms: eg risk transfer contracts can be Re/Insuramserancdinked
securities (cat bonds), derivatives. The types of risks are: catastrophes,
agriculture risk, renewable energy, pandemics. Use of funds: emergency |costs
long term liabilities, internal funding.

15



dnnovative solutions are
needed and change in
attitudes for insurance to
penetrate the region,
educating locapopulation
about insurance and frame
it as a support mechanism
would be the right way to
god

Region specific obstacles: low penetration, insurance underdevelopmer
(re-) insurance protectionism (Alexander Frost, Head of Global Risk
Intelligence & Data at Axco Insurance Information Services)

~—

Mr. Frost began with a primer explaining the economic contrast in terms of

GDP size among the 18 countries in the region, stating that economy
markets, ®P size matter for insurance industry, so premiums are

di fferent tailored to countriesd?d
degrees of insurance penetration in the countries, insurance amounts
Turkey and Ukraine for example comparta other countries; however
compared to South Africa the gap is immense. He then further explained
there is littledifference in how insurance companies are financing. W
Insurance is based on a strong consuming middle class interested ingro
its property. Per capita varies but penetration sometimes bears |
difference, and in the region, some common features are present such as
soviet hangover and structural problems. Little has been done to ch

popul ati onds rmwamde add ithis is illusteativa of d groblemm

across markets, Mr. Fross lexplained, exemplifying that in a survey in Russ
36% of Russians saw no need for voluntary insurance, 23%listrestfudf
insurance companiaad 15% know little about insutac e or don
information. There were different factors presented that are affectin
insurance development eg. state controlled industry, slow pace of stru
reform, rapid increase in insurers, sense of complacency, insc
unprofessional ingers, less private enterprise and private property and litt
knowledge of insurance.

He walked the participants through some of the market features of
countries ithe region and he presented Turkey as being probably the bg

example of market innowan and performance in the region, where the

government recognizes the pragninrole of insurance pool, aad a result
of pooling mechanisn%7% of dwellings have compulsogarthquake
coverage. Foreign insurance represents%w®f free capital in Turkey
However, this is not translated in deeper penetration especially compare
Poland and cost of insurance is too high for many tolkrgine is another
example of a country trying to drop its barriers, the market in Ukraine howe
is still small andnglerdeveloped but it is trying to align itself with the EU.

Highlighting other examplesn Bosnia and Herzegovina Mr Frost said that
is an open close market, not aligned with the EU where complex and div
insurance legislation exists howevegifprinsurance is prohibited until 2022
Thestate has monopoly over insurarn@erbia was presented asssemclosel
market wheré@sociallyo w n eéndudersire making up aignificant percent of
business. In Belarus, the state plays a keywitkethe tough& reinsurance
protectionisrwhile Turkmenistan is a close market.

He concluded that innovative solutions are needed and change in attitude
insurance to penetrate the region, educating local population about insur
and frame it as a support mechsmi would be the right way to go. Innovativ
models should be tailored for less developed and sustainable societies.
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a2008 saw the financial
marketut ILS down!

Investors are interested 1
invest in insurance risk,
but thesdinancial
instruments need to be
isolated from financial
risk®

The Solution: ILSInsurance Linked Securitiesharket and transfer of
financial disaster risk to global investors

(Henning Ludolphs Managing Director R®cessions & Capital Markets
Hannover Re)

Mr. Ludolphs gave a talk on the ILS market and started by showing
investors are interested to invest in insurance risk, however these instr

need to be isolated from financial risks. He then offered his view on the
and cons of catastrophebad s | ooki ng at these
perspective and from the i nve3dnor

per insurance. Catastrophe bonds as of December 2017 are amounting t
billion $ with US dominating the market (covering hogs; earthquakes;
multiperil).

A large number of different parties are involved in the ILS market. Trig
mechanisms vary as well, some entail basis risk (basis risk is the risk
catastrophe bond with a synthetic trigger may not be partially why f

triggered even when the protection buyer has suffered a loss). Mr Ludc
continued explaining about the attachment point which is often define
indemnity trigger, however there are other synthetic triggers: parame
industry loss, modelled $os

Mr. Ludolphs walked the participants through the current trends
developments of the ILS market, stating that the ILS market is more the
catastrophe bonds. The ILS market is larger and includes Collatera
Reinsurance; there is a robustvgio of Collateralized Reinsurance; thos
investors involved in collateralized reinsurance have easier acces
diversifying insurance risks and the investors believe in this business
Significant money comes from pension funds and probably morailabke
to be invested in ILS in the future

Both, catastrophe bonds and collateralized reinsurance, have pros and
which need to be given consideration by the protection buyer and the inve
The ILS market could become t¢érest for disaster famce. Rrametric /
indexbased disaster finance protection offers quick payout after a natu
catastrophe, which for the government means: quick money for first aid, he
the uninsured, rebuild infrastructure, protect sovereign rating, offset #ss i
income and avoid budget reall oca
diversifying risk and index based (investors like parametric / Hdesed
triggers as they are more transparent).

When working with bonds, one must have however a (reliabti)l fior the
risks, therefore modelling agencies play an important role in this puzzle.

Mr Ludolphs concluded by giving examples of a (illustrative) parametric/ind
based catastrophe bond in Romania, where there is a mandatory system t
earthquake ceerage, showing how a catastrophe bond can be structured
terms of categories of payment) using mapping of vulnerable locations.
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0 C B8dnds

Jl

rapid access to
capital, mitigation
of shocks in
budget,
reconstruction anc
development,
emergency plan
financing,
financial aid to
population and
reinsurance (in
some contexi)

Catastrophe Bonds: why this is a genuine winin between governments and
capital market investors?Rom Aviv, IBI ILS Partners Ltd)

Mr Aviv started his presentation showcasing Itttonesian earthquake disaster

usedto exemplify what catastrophe bond offer and why this could be a solut
listing several advantages of interest to governments such as: rapid acce
capital, mitigation of shois in budget, reconstruction and development, emerge
plan financing, financial aid to population and reinsurance (in some context).

He explained that investors have an appetite for alternative investments (for
as it represents diversification (@igersification is a necessity for pension funds
exemplified by Australia pension fund) améyht beaffected by financial crisi®

a lower extent. Mreovert it offers some features such as: short matitrigyinked
to interest rates, limited cdarparty risk, accurate pricing and deep and matur
industry.

He showed why ILS exposure in ECIS market makes caastrophe bonds are
usually driven by USA however investors are interested in divergjfgtraly,
hence the interest in ECIS. Euntbre government backedatastrophe borgiand
ILS risk capitatransactions in the region would be structured patametric
triggers vs indemnityhence they would be characterized: Hgss mdelling
uncertainty ananore accurat@ricing; lastly, thisepresents responsible investme
with a social angle.

ConcludingMr. Aviv touched upon pricing motivation explaining that cat bo
became heaper to transfer risks, provedfectiveas amitigatingtool of natural
catastrophe riskdof governmentsand represent a diversifyingegment fo ILS
investorshence a genuine winin.
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Session2 TRANSFERRING THE-R¥®Kerated Discussions (Jan Kellett)

With the panelists and facil i tradtagdeddyg furtherti i v e

clarification of theelation between ILS (Insurance Linked Securities) and Catastrophe Bonds

participants were left with a full picture of the differences between these financial instruments.

Thecommon understandimgound ILS (Insurance Linked Securities) ishésst are essentially
financial instruments that allow th@nsfer of risks to investor&nd are mainly made up of cat

bonds and collateralized insuranc€atastrophe bonds are financialstruments sold to investors

through a process that entails sevetaps: basically, the insurance risk is acquired from insur
companies, assessed and restructured then sold to the investor. It therefore allows the tr
insurance risk to capital market. It includes catastrophe bonds + collateral (re)irsatarmed is

so that

nce
sfer of

part of ILS). The panelists have shared their thoughts on the ILS instruments showing that due to a lack

of awareness it takes a long time to convince stakeholders about the utility of these instrumen
are in fad more flexible than dabonds. Collateralized insurance is more flexible and allows acc
to a broader range of catastrophe risk&¥here legal issues were feared regarding ILS, the answ
was that they could be put to ease by the proven recdidlS market growth durimstyears.

Panelists and participants have engaged in exploring the interest of insurers for ECIS regi
genuine discussion that followed. An issue of interest expressed by the participantheets tthe
identify theless positive aspects of these fiahmechanisms that could represent a challetae
which the panelists responded ftggging key riskssuch as basic risks, where there could be
situation when the loss is significant but the trigger mechanisms (which would trigger thieaya

s, which
ess
er

DN in a

a
ut)

na allow for a corresponding amount of payotihe panelists have therefore cautioned participants

to pay attention to these aspects and to ensure that trigger payouts are clearly specified.
Reflections on how could these financial instruments be madetmaative for governments have

generated feedback from the panelists that pointed to the fact that first and foremost governinents

should have a clear knowledge of risks and a red (aelear line) below which cannot cover fc

r

potential disaster evengd choose to transfer part of the risk (for which a premium will be paid);

the basis risks will have to be clearly calculated by making the parametric instruments as res
as best it can . Insurance companies could then match requirements dadl¢xéiity to make
packages more attractive to governments, investors have always supported innovation
instruments may have double triggers which combine indemnity and parametric Triggenain
messagdrom the panelists was thiitere has tde a clear demand and clear requiremefrtam
the government side insurers, fir them to be able tlesign a suitable and tailanade package
to governments.

Other issues of interest revolved around whether some of the money (paid as insurance p
could be redirected to resilience (esp. at city level) if no event occurs and whether the investor
be interested to invest in private cat bonds that addresses resilience and social angle, to wh
panelists have indicated that there are resikkehonds out there, that are used for resilieng

measures, especially at city levels, subnational levels lei@is etc where there are more solutions

in terms of resilience.

The facilitator concluded the discussions by summarizing the main hogligrgsssion, which ha
touched upon many issues ranging from the magnitude of the impact on public budgets that
risks have and the available solutions for-ged postevent financing. The key messages of t
sessions revolved around the filiett Governments need to know their risks: what are the risks,
much of the risks cand shoulde covered. Then, choices must be made as to where the ris
how can some dhe risks be transferredvhat are the instruments available and feasfblethis

region.Clear demand from government side should be based on reliable data and knowledg
risks.
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TRANSFERRING THE RISK

FacilitatorHenning LudolphsManaging Director
Retrocessions & Capital Markets, Hannover Re

Keynote speakers:
AKarina Whalley Public Sector Business Development
Manager at AXA Global Parametrics

AAndy Palmer Deputy Head ofLS Structuring, Director,
P&C Structured Solutions, Swiss Re Capital Markets Lt

ANatalie Kraus,Senior Manager, Origination team,
Munich Re

ADavid Simmons Managing Director of the Capital,
Science and Policy Practice, Willis Towers Watson
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