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Cat Bonds
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Market Growth
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Structure

▪ Ceding party (e.g. reinsurer) sets up an SPV and enters into 

a reinsurance contract with the SPV 

▪ SPV issues tranche(s) of catastrophe bonds so that its 
obligations and protection are fully matched

▪ SPV invests the proceeds from the cat bond issuance in 

safe, liquid assets (e.g. T-bills) through a collateral account

▪ Little credit risk (collateral account separate from sponsor)

▪ Little interest rate risk (floating rate coupons)
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Payout

▪ If no qualifying disasters:

▪ Sponsor pays insurance premiums to the SPV

▪ SPV pays floating rate coupons to the bondholders

▪ At maturity, SPV liquidates the collateral account and returns the 

proceeds to the investors

▪ If qualifying disasters occur:

▪ SPV liquidates the account prematurely and pays the sponsor 

compensation for the damages
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Cat Bond ETF
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