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Event Summary 

California is currently suffering from what could possibly turn into the most expensive wildfires in the 
history of the state. There are several widespread fires burning in multiple locations that have caused 
the destruction of more than 8’500 structures and resulted in the death of at least 42 people. Whilst 
most fires have now been contained, there still is substantial uncertainty as to the final economic and 
insured loss caused by these events. The first official PCS loss number, released on 6 November 2017, 
estimates insured industry losses at USD 7.3bn. This loss estimate is substantially higher than initial 
ranges given by most modelling agencies, which expected insured losses to be between USD 2-5bn. 

Event Details 

From an insurance perspective, the wildfires in California are not a single event but rather multiple 
events occurring at the same time. This is also reflected by PCS who have assigned three distinct 
catastrophe codes to the Atlas, Tubbs and Mendocino Lake wildfires. The separation into several 
individual events is of significant importance for the insured loss calculation, as each event typically 
benefits from a franchise deductible. Hence, the distribution of insured losses is slightly skewed towards 
the retention layers for smaller events, which is a small positive for reinsurance and ILS contracts. 
However, given that at least the Atlas and Tubbs fire are events causing several billion in insured loss 
each, the franchise deductibles will be exceeded in any event.  

 

Figure 1: Location of wildfires during 2017 (January to October). 
Source: MODIS Active Fire Detections for CONUS (2017) – Through 10/11/2017, as at 8 November 2017. 
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The damage footprint caused by wildfires is distinctively different from the ones caused by hurricanes. 
Whilst most category 3 or 4 hurricanes cause moderate damage across large areas, a wildfire typically 
results in total loss of properties but is more geographically concentrated. This behaviour results in a 
higher variability of ultimate net losses, as the sponsor-specific distribution or concentration of insured 
properties becomes more important. For example, if a primary insurer happens to have a geographic 
concentration in an affected area, insured loss numbers could be very high and very different compared 
to competitors. This makes modelling wildfire losses post an event difficult and less accurate. 

 

Figure 2: Neighbourhood near Coffey Park in Santa Rosa, California. 
Source: RMS, as at 7 November 2017. 

Impact on cat bonds 

The exposure to wildfire risk in the cat bond universe is rather limited and substantially smaller than US 
hurricane or earthquake risk. Twelve Capital estimates that the overall exposure of the cat bond market 
to US wildfire risk is less than 8%. Out of this, the entire exposure is within multi-peril bonds that are 
mostly structured using aggregate triggers. Given that some more junior cat bonds have suffered an 
attachment erosion following hurricanes Harvey, Irma and Maria, the wildfires could cause write-downs 
to several cat bonds. 

As the wildfires are unlikely to be large enough to cause any write-downs individually, the ultimate 
losses to cat bonds will depend not only on the losses caused by the wildfires themselves, but to a 
larger extent on the losses caused by the previous storm events and their contribution to the ultimate 
attachment erosion. 

USAA, the sponsor of the Residential Re transactions which make up around 5% of the cat bond market, 
have released estimated loss ranges for all relevant events, which gives an insight in respect of potential 
impact. Based on the currently available figures, partial write-downs are expected on four cat bonds 
with a combined outstanding notional of around USD 200m, which is around 0.68% of the entire cat 
bond market size. At this point, none of these cat bonds are expected to suffer a full write-down, but 
rather partial losses of principal. Some mandates and funds managed by Twelve Capital are exposed 
to these affected bonds. The cat bond positions affected by the wildfires have already dropped 
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substantially in secondary market valuation. Based on current valuation prices, substantial write-downs 
in affected positions are already priced in and only limited further performance drag can be expected. 

Outlook 

Most wildfires have now been contained thanks to the enormous efforts by the various fire brigades and 
support brought in from other states. Twelve Capital continues to monitor the situation closely and will 
inform upon major developments. 

 

 

 

 

 

 

 

 

 

 

 

 

Disclaimer 

 

This material has been prepared by Twelve Capital AG, Twelve Capital (UK) Limited 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 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 AG’s analyses and ratings, including Solvency II compliance analysis, Twelve Capital 
AG’s Counterparty Credit Rating and Twelve Capital AG’s Legal Rating, are statements of Twelve Capital AG’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. 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 charged when subscribing to and redeeming shares. 

Note to EU investors: when distributed in the EU, this information has been distributed by Twelve Capital (UK) Limited in 
accordance with the terms or its authorisation and regulation by the Financial Conduct Authority. 

Note to US investors: Neither this information nor any copy thereof may be sent, taken into or distributed in the United States or 
to any U.S. person (within the meaning of Regulation S under the US Securities Act of 1933, as amended). The products and 
services described herein may not be offered to or purchased directly or indirectly by US persons.  

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 Incorporated in England & Wales: company number 08685046, registered office: Moss House, 15-16 
Brook’s Mews, London, W1K 4DS. Twelve Capital (UK) Limited is registered as an investment adviser with the U.S. Securities 
and Exchange Commission (the “SEC”) and as a commodity pool operator (“CPO”) with the U.S. Commodity Futures Trading 
Commission (“CFTC”) and is a member of the National Futures Association (the “NFA”) in such capacity. Such registrations and 
membership in no way implies that the FCA, the SEC, the CFTC or the NFA have endorsed Twelve Capital (UK) Limited’s 
qualifications to provide the advisory services described in this document. Twelve Capital (US) Inc. is incorporated in the United 
States of America, incorporation number 6249536251, registered office: Little Falls Drive, Wilmington, New Castle County, 
Delaware 19808. 
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