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[z 1] Appendix B23
Insurance risk is significant if, and only if, an insured event could cause an insurer to pay significant
additional benefits in any scenario, excluding scenarios that lack commercial substance (ie have no
discernible effect on the economics of the transaction). If significant additional benefits would be payable in
scenarios that have commercial substance, the condition in the previous sentence may be met even if the
insured event is extremely unlikely or even if the expected (ie probability-weighted) present value of
contingent cash flows is a small proportion of the expected present value of all the remaining contractual
cash flows.

[:x2] Appendix B24
The additional benefits described in paragraph B23 refer to amounts that exceed those that would be payable
if no insured event occurred (excluding scenarios that lack commercial substance). Those additional
amounts include claims handling and claims assessment costs, but exclude:

(a) the loss of the ability to charge the policyholder for future services. For example, in an investment-
linked life insurance contract, the death of the policyholder means that the insurer can no longer perform
investment management services and collect a fee for doing so. However, this economic loss for the
insurer does not reflect insurance risk, just as a mutual fund manager does not take on insurance risk in
relation to the possible death of the client. Therefore, the potential loss of future investment
management fees is not relevant in assessing how much insurance risk is transferred by a contract.

(b) waiver on death of charges that would be made on cancellation or surrender. Because the contract
brought those charges into existence, the waiver of these charges does not compensate the policyholder
for a pre-existing risk. Hence, they are not relevant in assessing how much insurance risk is transferred
by a contract.

(c) a payment conditional on an event that does not cause a significant loss to the holder of the contract.
For example, consider a contract that requires the issuer to pay one million currency units if an asset
suffers physical damage causing an insignificant economic loss of one currency unit to the holder. In
this contract, the holder transfers to the insurer the insignificant risk of losing one currency unit. At the
same time, the contract creates non-insurance risk that the issuer will need to pay 999,999 currency units
if the specified event occurs. Because the issuer does not accept significant insurance risk from the
holder, this contract is not an insurance contract.

(d) possible reinsurance recoveries. The insurer accounts for these separately.

(23] W% pMarr R 5 2 515 16 K
If an insurer applies a liability adequacy test that meets specified minimum requirements, this IFRS imposes
no further requirements. The minimum requirements are the following:

(a) The test considers current estimates of all contractual cash flows, and of related cash flows such as
claims handling costs, as well as cash flows resulting from embedded options and guarantees.

(b) If the test shows that the liability is inadequate, the entire deficiency is recognised in profit or loss.
re
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