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Catastrophe bonds

An overview

A catastrophe bond is an instrument that allows the transfer of catastrophe risk in insurance contracts to a third party,
generally capital market investors who are outside the traditional reinsurance sector.

i What is catastrophe risk

lﬁ Why issue catastrophe bonds

(% Why purchase catastrophe bonds
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lllustrative example
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Source of diagram: Catastrophe Bonds: A Primer and Retrospective, Federal Reserve Bank of Chicago (2018) [https://www.chicagofed.org/publications/Chicago-fed-letter/2018/405]
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lllustrative example
IFRS 17 guidance

IFRS 17:8A

Some contracts meet the definition of an
insurance contract but limit the compensation
for insured events to the amount otherwise
required to settle the policyholder's obligation
created by the contract (for example, loans with
death waivers).

@ * Accounting policy
choice(APC) is provided for
such contracts between IFRS

17 and IFRS 9, Financial
Instruments.

« APCis applied at portfolio
level and is irrevocable.
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lllustrative example
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Practical considerations

Facts and circumstances

Consider factors such as whether
insurance risk is present and
significant and is the issuer
required to suffer a loss in order
to trigger a recovery under the
catastrophe bond
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Consistency

Consider how the purchaser of
the catastrophe bond is
accounting for similar
instruments and how they
manage these instruments and
monitor performance

Accounting policy

Remember the accounting policy
choice as to whether to account
for the catastrophe bond under
IFRS 17 or IFRS 9 is irrevocable,
so careful thought is needed
regarding the outcomes under
different potential scenarios

Unit of account

The accounting policy choice is
made at the level of the portfolio
and therefore any choice needs
to be carefully documented for
each relevant portfolio and
thought given to the consistency
of approach between different
portfolios

System and process
changes

A purchaser who has
traditionally accounted for
catastrophe bonds as insurance
and wishes to change to
accounting under IFRS 9, or vice
versa, will need to consider the
systems and process changes
needed and the upskilling of
relevant team members
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Contact details

Deloitte Global Lead for IFRS Insurance Contracts
+852 28521977 or frnagari@deloitte.com.hk

Keep connected on IFRS Insurance with Deloitte: F—

Follow my Iatest@ posts @francesco-nagari-deloitte-ifrs17

Follow me @Nagarif on Q

Deloitte.

Add Deloitte Insights into IFRS Insurance (i2ii) at www.deloitte.com/i2ii to your internet favourites

Visit: I

* |AS Plus IAS Plus — IFRS, global financial reporting and accounting resources

...................

* Deloitte Accounting Research Tool Home | DART — Deloitte Accounting Research Tool
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About Deloitte

Deloitte China provides integrated professional services, with our long-term commitment to be a leading contributor to China's reform, opening-up and economic development. We are a globally connected
firm with deep roots locally, owned by our partners in China. With over 20,000 professionals across 31 Chinese cities, we provide our clients with a one-stop shop offering world-leading audit, tax and
consulting services.

We serve with integrity, uphold quality and strive to innovate. With our professional excellence, insight across industries, and intelligent technology solutions, we help clients and partners from many sectors
seize opportunities, tackle challenges and attain world-class, high-quality development goals.

The Deloitte brand originated in 1845, and its name in Chinese ({£%fj) denotes integrity, diligence and excellence. Deloitte's global professional network of member firms now spans more than 150 countries
and territories. Through our mission to make an impact that matters, we help reinforce public trust in capital markets, enable clients to transform and thrive, empower talents to be future-ready, and lead
the way toward a stronger economy, a more equitable society and a sustainable world.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL"), its global network of member firms, and their related entities (collectively, the “Deloitte organization"). DTTL (also referred to as
“Deloitte Global") and each of its member firms and related entities are legally separate and independent entities, which cannot obligate or bind each other in respect of third parties. DTTL and each DTTL
member firm and related entity is liable only for its own acts and omissions, and not those of each other. DTTL does not provide services to clients. Please see www.deloitte.com/about to learn more.

Deloitte Asia Pacific Limited is a company limited by guarantee and a member firm of DTTL. Members of Deloitte Asia Pacific Limited and their related entities, each of which is a separate and independent
legal entity, provide services from more than 100 cities across the region, including Auckland, Bangkok, Beijing, Bengaluru, Hanoi, Hong Kong, Jakarta, Kuala Lumpur, Manila, Melbourne, Mumbai, New Delhi,
Osaka, Seoul, Shanghai, Singapore, Sydney, Taipei and Tokyo.

This communication contains general information only, and none of DTTL, its global network of member firms or their related entities is, by means of this communication, rendering professional advice or
services. Before making any decision or taking any action that may affect your finances or your business, you should consult a qualified professional adviser.

No representations, warranties or undertakings (express or implied) are given as to the accuracy or completeness of the information in this communication, and none of DTTL, its member firms, related
entities, employees or agents shall be liable or responsible for any loss or damage whatsoever arising directly or indirectly in connection with any person relying on this communication.
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