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Twelve Capital Event Update: California Wildfires
Update — Monday, 11 December 2017

Event Summary

Over the last few days, California has again experienced another number of wildfires, despite the region
having already suffered from several similar events during October, which caused loss of life, destroyed
thousands of homes and resulted in potential insured industry losses of more than USD 10 billion.

The hot and strong Santa Ana winds over recent days have caused a fresh outbreak of several wildfires
in the state, with the most affected area located around 30 kilometres north of Oxnard in the Santa
Barbara region. Whilst damage thus far is rather muted given the early stage of the event, it is possible
that a combination of dry vegetation and continued strong winds could have a substantial effect on the
region, which may in turn have implications for the reinsurance industry. At the time of writing, a few
hundred structures have been lost to the fire (compared to more than 8’000 during October’s wildfires),
although it is likely that the event will continue to cause damage for several more days at least.

Figure 1:  Satellite picture of smoke resulting from Wildfires
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Source: NASA Worldview as at 8 December 2017.

Implications for the Cat Bond Market

Wildfire is a peril that is generally not covered by the majority of cat bonds, although it is included in
some multi-peril cat programs, most notably the Residential Re series of bonds which are sponsored
by USAA and the Caelus bonds sponsored by Nationwide Mutual.

In a typical year, damage caused by wildfires is unlikely to result in losses to cat bond layers, as the
insured industry loss of even large wildfire events only rarely exceeds a few billion dollars. The largest
insured industry loss in the PCS database caused by a wildfire thus far stands at around USD 4.5 billion,
indexed to today’s value. Compared to losses caused by major hurricanes, which often exceed USD
10 billion, this is a relatively small amount and hence explains why the expected loss contribution from
wildfires in cat bonds is typically minimal.
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Figure 2:  Fifteen largest historic wildfire PCS insured loss figures
(inflation indexed at 4%)
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Wildland Fire Oakland Hills 1991
Wildland Fire - Tubbs Fire 2017
Wildland Fire - Atlas Fire 2017
Wildland Fire -Witch 2007

Wildland Fire - Cedar 2003

Wildland Fire - Old 2003

Wildland Fire Valley Fire 2015
Wildland Fire - Unnamed 2016
Wildland Fire Malibu - Topanga 1993
Wildland Fire Laguna Canyon 1993
Wildland Fire Santa Barbara 1990
Wildland Fire Bastrop County Complex 2011
Wildland Fire - Waldo Canyon 2012
Wildland Fire - Black Forest 2013
Wildland Fire Butte Fire 2015

Source: PCS, Twelve Capital as at 08 December 2017.

However, because wildfire risk is mostly included as a peril in aggregate bonds, the situation is different
this year. Recent events, particularly hurricanes Harvey and Irma, have already eroded a substantial
part of the aggregate attachment across many cat bonds and, as a result, there is now less of a buffer
to protect investors from losses due to further events.

At this time, both Nationwide Mutual and USAA have published loss estimates for all relevant events in
the current risk period, which allows Twelve Capital to estimate the level of attachment erosion present
and thus a bond’s sensitivity to future events such as new wildfires. The latest PCS estimates also
support Twelve Capital’s view that the insurance industry’s losses from October’s wildfires are likely to
exceed USD 10 billion.

Figure 3 outlines Twelve Capital’s estimate on aggregate attachment losses amongst the most exposed
cat bonds. A bar exceeding 100% indicates that the bond could potentially face a complete or partial
principal write-down. Based on these estimates, there are several bonds that are likely to already be
experiencing losses and others that have a high risk of sustaining a loss from potential future events.
Having said this, the majority of bonds listed below are generally trading at a significant discount in the
market and hence ILS fund NAVs should already reflect a substantial level of increased risk for these
positions.

As with most aggregate structures, these bonds feature annual reset dates where the quantum of losses
experienced over the previous year are disregarded if the attachment has not been fully eroded. At this
reset point, loss accumulations start to be counted again from zero and, consequently, the risk level of
those bonds will revert back to their initial levels if the reset takes place without any prior principal
erosion.
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Figure 3: Twelve Capital estimates of aggregate attachment erosion for selected cat
bonds
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Source: Source: Twelve Capital as at 8 December 2017.

As the latest Californian wildfires have only recently begun and, on a relative basis, have not caused
substantial damage thus far, it is not yet possible to estimate potential industry losses as the outcome
of the current situation remains unclear. In the case of favourable meteorological conditions, the event
could prove to be relatively benign, with no additional losses to the reinsurance and ILS markets. The
reverse would also be true should meteorological conditions encourage the wildfires to continue to
spread. Having said this, it is worth noting that cat bond prices for those few bonds which cover wildfire
risks already trade at a significant discount to par, thus limiting potential losses to investors in the space.

Twelve Capital continues to monitor the situation closely and will distribute updated information in the
event of any major developments.
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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. The information herein may be based on estimates. All information and
opinions contained in this document are subject to change without notice. Twelve Capital’s analyses and ratings, including
Solvency Il compliance analysis, Twelve Capital’s Counterparty Credit Rating and Twelve Capital’s Legal Rating, are statements
of Twelve Capital’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. The
investment instruments mentioned herein involve significant risks including the possible loss of the amount invested as described
in detail in the offering memorandum(s) for these instruments which will be available upon request. 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 (“CPQO”) 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.

© 2017 Twelve Capital. All Rights Reserved.
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