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the Caribbean and an earthquake in Mexico Last 3 months
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Heritage P&C, could face losses from hurri- VaR (99%)
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cane Irma, and is currently being valued at TVaR (99%)
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62.50. Pre-Irma, the position was 2.73% of Probability of 0% PL
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Another bond in the portfolio, that also Historical Event Loss Analysis –
could face a loss, but from from Hurricane Most severe impact on the portfolio 4
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Maria, is sponsored by SCOR Global P&C 1906 San Francisco CA
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,and is currently valued at 36.55. The bond’s 1926 Great Miami
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portfolio allocation was 3.12% Pre-Maria. 1812 New Madrid MO
However, there is considerable uncertainty 1700 Cascadia Subduction 267= 10.6%
regarding this bond, as AIR Worldwide has Zone Offshore of BC
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estimated insured losses at $40 - $85 bil- 1994 Northridge CA
lion, whereas the insured losses, according
to RMS, are only estimated to $15 - $30 bil- Asset Class Financial Indicators5
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lion, which is not likely to trigger the bond.
Volatility
This uncertainty is reflected in secondary
Swiss Re Cat Bond Total
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1.01
market pricing.
The Chiapas earthquake is highly likely Return Index
8.49%
0.92
to fully have triggered a bond issued by the Barclays BA US High Yield
World Bank. Mexico has formally filed for TR index value unhedged
18.35%
0.48
payments from the bond. In the secondary S&P 500
market the bond is priced as it should face
total loss. The position was 0.89% of the
portfolio prior to the event.
As risk premiums are set to increase we
will make our best to capture the opportunities
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SEF Entropics Cat Bond Fund
SEF Entropics Cat Bond Fund is an actively
managed fund that invests in global reinsurance risks covering natural catastrophes (Cat
Bonds). The Fund aims for a good risk adjusted return with very low correlation to other
asset classes and good diversification among
the underlying insurance risks.
The web site en.entropics.se provides
additional information on the SEF Entropics Cat Bond Fund, including the Key Investor Information Document (KIID) and the
Fund’s prospectus.
Historical return is not a guarantee for
future returns. The money you invest in the
Fund can increase as well as decrease and you
cannot be certain to have the full investment
returned.
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Information on Risk Metrics
The risk measure for Cat Bonds and thus for Cat Bond portfolios is closely linked
to reinsurance terminology. The following terms describe, briefly, the central
portfolio risk metrics used by Entropics.
P rincipal ( ∏0): The Principal of a Cat Bond is the amount deposited as collateral
for the bond’s reinsurance commitment. A portfolio’s total principal (∏0) is the
total amount exposed to damage events and, thus, generating returns.
L oss (L) and L oss R atio (x=L/Π0): The total loss (L) is a monetary value, and
to the Loss Ratio x= L/Π0 is a relative measure of the loss size, with a range
of 0 – 100%.
P robability of Attachment (Patt): Patt describes the probability that a portfolio
will sustain any damage at all. This probability generally increases with the
number of (uncorrelated) bonds in the portfolio.
P robability of 0% L oss (P 0): P 0 is simply the probability of no loss at all and its
relation to Patt is thus P 0=1-Patt.
P robability of Exhaustion (P exh): Indicates the probability that the portfolio
sustains a damage equal to the entire principal Π0. Pexh is only notable for portfolios with few bonds. For portfolios with many (uncorrelated) bonds, it is all
but infinitesimal.
Expected L oss (EL): The mean loss of a Cat Bond or a portfolio of Cat Bonds.
Actual losses will often be 0% (as described by Patt), but losses, when occurFootnotes
1. Performance is reported by Swedbank AB and reflects the Fund’s Net Asset
Value after fees
2. Yield to Maturity is calculated before applicable fees. In accordance with
the Solvency 2 directive, a cat bond investment is considered as an insurance
risk on the asset side. The Solvency Capital Requirement, SCR (as a monetary
amount) for this specific risk is calculated as a percentage of the Assets Under
Management (AUM).
3. Risk distribution and profile are calculated by portfolio modelling in AIR
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Entropics Asset Management
Entropics Asset Management AB is the first
Scandinavian asset manager specialised in
Cat Bond investments.
The team has broad experience from asset
management, underwriting, meteorology,
underwriting, cat claims settlements and
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Entropics is licensed by and under the supervision of Finansinspektionen, the Swedish
Financial Supervisory Authority.
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ring, will often be considerably larger than EL. The loss thus in general shows
considerable variation around the mean loss EL.
Standard Deviation (σ): To express the volatility of loss around the mean EL,
the standard deviation of the loss, σ,is used.
Variation Coefficient (μ= σ/EL): The variation coefficient describes the volatility in relation to the mean loss, EL. The coefficient increases with the volatility
of the portfolio.
Exceedance Probability (EP): Though the EL generally is low and the probability
of no loss is high, actual losses have a wide spread. EP(x) is the probability that a
loss is equal to or bigger than the loss ratio x. EP is usually on a yearly basis and
is presented as a function of the loss ratio x.
Loss Distribution (Q(x)): Q(x) is the probability distribution of the loss and is
calculated as Q(x)=-EP'(x).
Value at Risk (VaR): VaR(Y) is the loss that with the probability Y is not exceeded on a yearly basis.
Tail Value at Risk (TVaR): TVaR(Y) is the∞mean of all losses exceeding VaR(Y).

∫
Mathematically, this means that TVaR(Y ) = VaR (Y∞)
∫

x ⋅ Q( x)dx

+

Q( x)dx

VaR (Y )+

CATRADER, being the industry standard tool used by asset managers and
re-insurers worldwide to model and analyse catastrophe bonds and other insurance linked securities.
4. The historical event loss analysis describes the loss as a percentage of the
portfolio if these events were to occur today.
5. Financial key figures are based on ten years weekly data from Bloomberg.
6. A description of the RI indicators can be found at Entropics’ blog:
http://en.entropics.se/blog/how-to-interpret-entropics-indicators-for-responsible-investments/

