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«First Ever Swiss-Franc Cat-Bond» 
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… but what about WinCAT-Wandelanleihe? 
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What is a Cat(astrophe) Bond? 

- Securitization of an actuarial risk (ILS = Insurance Linked Security) 
- For investors a fixed income investment on the asset side of the balance sheet 
- Works like a standard bond, but a loss on investment is triggered by a catastrophe 
- The loss increases (in general linearly) with the size of the indemnity 
- Protection for cedents against large catastrophe losses 
- Secondary market is ‘Over The Counter’, not on an stock exchange 
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Structure of a Cat Bond 
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A Cat Bond for Investors or Issuers 

Investor 
- Diversifying to traditional stock and bond markets 
- High coupons 
- Access to new markets 

 
Sponsor (Issuer) 
- Top risks can be covered by reinsurance 
- Additional capacity 
- Low credit risk 
- Multiyear transactions 
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Types of Triggers 
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Volumes by Types of Triggers 
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The Investment Process for a Cat Bond 

ex
te

rn
al

ly
 

in
te

rn
al

ly
 

Announcement 
through 
brokers 

Review of 
investor 

presentation 

Road Show /  
Global Call 

Analysis with 
a modelling 

software 

Actuarial 
pricing of the 

portfolio 

Price 
indication 
by broker 

Underwriting 
decision 

Allocation 

Settlement 

Final price 

SI Re - Mutually yours, www.sire.ch, 7.1.2015, LV & AG 



10 

Typical Emission 
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- Investor presentation (~50 slides) 
- Information on the structure of the bond 
- Information on the cedent and its underwriting 
- Risk modeling by a modeling agent 

- Offering Circular (~250 pages) 
- Contractual document 

- Remodeling Files 
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Risk Modeling 

- Modelling Software to find loss distribution of a single bond 
- Hazard Module 
- Engineering Module 
- Financial Module 

 
- Portfolio modeling to support investment decision 

- Price / expected loss 
- Risk based capital 
- Correlations to other bonds in portfolio 
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Modeling Software – Hazard Module 

- Characteristics of natural catastrophes 
- Frequency 
- Intensity 
- Location 

- Generate a large catalogue of events for 
simulation 

- One characteristic generally describes the risk 
- Wind speed 
- Magnitude of an earthquake 
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Modeling Software – Engineering Module 

- Every insured property has a different vulnerability 
- Many characteristics like construction type, size, age of roof, occupancy describe the 

property 
- A damage ratio distribution and mean damage ratio are determined for the property 
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Source: http://understandinguncertainty.org/node/622, Shane Latchman 

http://understandinguncertainty.org/node/622


14 

Modeling Software – Financial Module 

- With the damage ratio distribution of a policy and the event detail, a loss distribution 
can be determined  

- Insurance policy specifications such as limit and deductibles are applied to the loss 
distribution  

- All losses of an event are added to have an event loss distribution 
- Reinsurance terms can be applied 
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Exceedance Probability Curve & Return Period 

 
- Probability to have a loss higher 

then threshold 
 

- Return period T: 
- 1/T = P(X > x(T)) 

 
- What does a 50-year event mean? 
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Did Cat Bonds pay out in the Past? 
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The ILS Market 

- Growth 
 
 
 

 
- Low coupons on emissions 

 
 
 

- High prices on secondary market 
 

- No losses in 2013 & 2014 
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Covered Perils and Regions of ILS Universe June 2014 
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Cat Bond of USD 1’500’000’000 issued 
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“These 10 Technologies Will Utterly Transform The World” 

From a Report by Citi Research (May 2014) 
 

- Electric Vehicles 
- Energy Storage 
- Digital Currency 
- Digital Banking 
- Digital Marketing 
- Immunotherapy 
- Robots 
- 4-D Printing 
- Precision Agriculture 
- and ... 
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Thank you! 
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