(Identical Independent Distribution: 11D)

EC(t), VarF(t) Var C(t)

(ADJ(1))
)
11~ Spread
12 Amortization
2
Spread Amortization

"crco cc (o) . (Expected Value)

(Variance)

(

(Fully Funcled)

EF(t),



3.1

Fore 00 Inferest

L+i(t+ 1) 2 eSlHs it 1)

6] E[L+ i(t)] = E[eOC+H = 1 + i Ear

Prob[F(0) =F1 =1 F1
9)
123 4 ALLNC B
(Trowbridge, 1952; Bowers et al., 1976, cited in Flaberman, 1994: 221)
1247 9 AL

34



AL=(1 +i)(AL+NC-B)
AL=AL+iAL+(1+i)NC-(1 +i)B
B=dAL +NC

d= -
7+

3.2

Prob[i(t) > -7T7=T,E[i()] =i =i Varfi(t)] = <f<cO
321
C(t) = YjNC(x,1) +AD (1)

A
=NC(1) +ADJ(H)

NC (X, t) Nonnal Cost X t
NC(t) Total Nonnal Cost t
ADIJ(t) t

(- ADI)

3211  Spread

ADJ(t) —k UAL(t)

(311)

(312)

t>1

(32.11)

ADI(Y)

(3.2.1.1.1)



UAL(t) = YJAL (x,1)-F ()= AL(t)-F (1)

(3211), (32111 (32112
C(t)=NC (1) +k(AL(t)-F (1)
t t+1
F(t+ D) =(I+i(t+ D)(F(t) +C(t)-B(t)) ,t=01 ..
B (1)
(32.1.14) (32.1.19)

F(t+1) = (L+i(t+1))((1- k)F(1) £NC(t)- B(1) + kAL(t))
= (DR () +r(1)

(32.116) =12,...

EF(t+ 1/ =Ew(t+1)"E(qF(t) +r(t)f
()
=Ew(t+)nE[J] r(t)n~JgF (1)
j=0\JJ

36

(32.112)

(321.13)

(32.114)

(32.1.15)

(32.1.16)



(\
=Ew(t+ 1/ Er(tf +2

F=yil
(\
Ew(t+ 1 f [r(t)nt 2

ERIRR

(32.1.16) 6)
1

EF(t+1)= qEF(t) +r(t)

EF(t+1)" r(s)  EF() <t

[(s)  EF(s)] b<t  j=1.,
NC(t), AL(1)  B(1) NC,AL B

r(t) = r-(1+i)(NC-B +kAL)

EF(t+ 1) =gEF(t) +
(32.1.19)

F(0)=F
F()=qF, +r
EF(2) =q2FL+qr+r

EF(t) =qF0+q 'r+ .. tqr+tr

—gpg U0 150

1-g

(312) :

r(t)"-JajF ()4

r(trjqEF(t)]

Ew(t+1) =

37

(32.117)

(32.118)

EF(t+1)"
(311)

(32.1.19)

(3.2.1.1.10)



r

= (1+i)(k- d)AL
o (1+1)(k—d)AL

~q  1—(1+i)(I~ k)

(32.1.1.10)

UnEF(t) = — =AL
[->« 1—q

q<|
(1+ 1) (I-k )< |

14 i

k> ------ = m>1
1+

(32.1.14)

lim EC(t) =NC + k(AL - Um EF(1)) =NC

t— t-"yao

VarF(t+1) =EF(t+1f-(E F (t + 1)1
(32117)  (32118)

EF(t+ 1y =Ew(t+ 1)E(qF(t) - EF(t) +qEF(1) + 1y
SEw(t+ 1)~E(q(F(t) - EF(t)) +EF(t+ 1)y
ZEw(t+ 1f(q E(F(t)- EF(t)/ + (EF(t+ 1)f)
ZEw(t+ 1y (q2VarF(t) + (EF(t+1jy |

culhs 1)1_ E (1 +ilt+1))2
(1+1)

= e (1 420 +EQ(t+ 1y )
(1+1)

38

(321.111)

(321112)
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—e— (142040 +EIi(t+ 1y -1)
(1+1)
(1+i

+0 2
(1+1)2
Ei(t+1f -1 =Vari(t+1)= 0
VarF(t+ 1) =((! +iy + o ") (I-k f VarF(t) + =====mmm- ~(EF(t+ 1)f

(1+ i)
=aVarF(t) +h(EF(t+ 1)f (3.21.113)

a=((1+iy +0")(1—ky

(321113)

Varf(t) =a~"b(EF(I)/ +a~:b(EF(2)f + .. +b(EF(2)f

=bYJakl (EF())f 1> (3.21.1.14)

j=1

a<l

(i-k f((1+if +02<1

S (I+1) + 0

E(l+i(t)~ 1+ -



Umn EF () ==AL (32.1.1.14)
(>00
lim VarF(t) =
t*B 1—a
(32.1.1.4)

a>1

VarC(t) = F VarF(t)

. , k'bAL
lim VorC(t) — —-—
1—a

lim Var F(t) lim Var C(t)
f»cO >
M

a<l

k> 1-

V(I+0)2+<T2 v

1 | 1
= A d A

ani 1+ b
a— <

|- v .
Vith

1-V < M1t D
(1+0)yj1+ b—1

"1+ h—1
vV >
(I+1)-\J1-Fb—1

40

(321.1.15)

(321.1.16)

a<l
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_ Los b =1
ming >In 71

(1+ )1 1+ b —1

1 (L4 D)fsji+ b —1

M =m< Tln ....................................... =M1
0 "1+ 6—7
M Li;n Var F( t )
Urn Var C(t) M, (7
t->0
(Dufresne, 1988: 539)
k=1 m=1 a=0 (3.2.1.1.6)
F(t+ 1)= (1 +i(t+1))(F(t) +C(t)-B)
= (I +i(t+ I))(F(t) +NC+AL-F(t)-B)
= (L +i(t+1))(NC +AL-B)
(3.1.1)
(L+0(t+ )AL
F(t+ 1) = iy -
VarF(t) S b(EF(t)f = — e AU
(1+ i)
Var C(t) = VarF (1)
Standard Deviation F (CO) (Dufresne, 1988: 539)
3.2.1.2 Amortization
ADI() = (3.2.1.2.1)

am
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UAL(t)= A L ft-jl (3.2.1.2.2)
j=0
a"'f'\l
m.
A="" (3.2.1.2.3)
(3.2.1.1.5)
F(t) = (I +i(t))(F(t-1) +C(t-1)-B) St (3.2.1.2.4)
Unfunded Accrued Liability t
UAL =AL-F(t) >
Loss Experienced t-1
L(t) = UAL(t)-UALI(t) (3.2.1.2.5)

UALA(t) UAL(t)

L(t) =0, t<o (3.1.1) (3.2.1.2.4)

UALA(t) =AL-F(t)
- (L +10)(UAL(t- 1) +NC-C(t- 1)) (3.2.1.2.6)

(3.2.1.1) (3.2.1.2.1) UAL(t) Loss 1

UAL(t) =AL-F (1)

=(1+i)(AL +NC-8)- (1+i(t))(F(t- 1) +NC +ADJ(t- 1)-8)
= (1 +i(t))(AL - F(t- F)- ADI(t- 1)) - (i(t)- i)(AL +NC-8 )
=(1+i)(UAL(t- 1)-ADJ(t- 1))

¢ (i(t) - i) UAL(t- 1) - ADJ(t- 1) - (L+i)~an)
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(3.2.1.2.5) (3.2.1.2.6)
L(t) = (i(t)-i)(UAL(t-1)-ADJI(t-1)-(1 +if"'AL) St (3.2.1.2.7)
(3.2.1.2.5)
UAL(t) = (1 +i)( UAL(t- 1)-ADJI(t- 1))+ L(t)
= L(t)+ ADL(t=1) + .. ¢t L(t—m)
-z 'L, (3.2.1.2.8)
411:1
X - (0 #i)--L(i+i)="A
I l
A2=(1+ if- (1 +if- - (1 +i) =
M il m
1 1 at
1= (1 + 1) =) = (1 o+
ml m\ ml
A.=0 J’>m
Vv
F(t) =AL- UAL(t) =AL- 14 jL(t-])
j=0
mLo(t-])
C(t) =-NC+ — ==m-
(3.2.1.2.1), (3.2.1.2.7) (3.2.1.2.8)



= (i) - ) oo )Lt gl (1 r )AL
il <

S0 ZI?Y L(t-j) -(1 +if'AL)
j=1

p.= [y 7- —A: _I'T_'I“H
am a—+
B =X - 0
Fmo sy Ty
™
(3.2.1.2.9)

EL(t) = E(i(t)-1)( Y3 . EL(t-§)-(I +i)-AL)

=
i(t) L(t-§) k> 1
Vi - '||ZlA- <1 L(t), F(t) C (1)
J-1
. Sty i) (i)~ AL
1) lim EL(t) — L Ma
" - (Ci(t) =)y dp )

2) lim EF(1) =AL - MacZ A

3) lim EC(t) =NC +Moc~-~
>0 a—

6):E[i(t)] =i  Var[i(t)] = (J2

(32129)
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-/
EL(t) =E(i(t)-i)( YSPJEL(t-])-(1 +1i) 'AL)
j=0
=0 | (3.2.1.2.10)

B (I()-0)( YIP JE L (t-f)-(1 +if 'AL)L( )
j=0
=0 > T [3<t (3.2.1.2.11)

varL (t) = Var(i(t)-i) 3.ovarL (t-j)+ (l+i) AUVar(i(t) - i)

j=1

-0 (Y LUP) VarL (t-j) + (1+if 2aL2 St |
j=i
= 0 1< 0 (3.2.1.2.12)
« o'l fl <1
Cr2(1+i)~2AL
lim VarlL (t) (3.2.1.2.13)
=00 )
+ jtp)
lim VarfF(t) = Voc'_t?c. (3.2.1.2.14)
<0 j=0

lim varc(t) — VX—
! *

(3.2.1.2.15)
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M M
(Dufresne, 1989: 74)
3.2.2
t
C(t) = (PVB(t)-F(t)) s(t) (3.2.2.1)
PVS(t)
(1) (Active Member) t
PVB(t) (
) t
PVS(t) t

(3.2.1.1.5)

F(t+ 1) = (1 +i(t+1)(F(t)+C(t)-B)

(3.2.2.1)

C(t) = (PVB-F (1))

PVS
EF(t+1)=(1+i)(EF(t) + (PVB-EF(t) —— -B)
PVS
= (L« ) ((l- — JEF(t) + PVD s -B) 0.2.22)
PVS PVS

(3.2.2.2)
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EF(0)=F,
EF(1) = (1 +i)((l A S R B)
EF(2) = (L +if(l- = JPn+ (1+ 0)( — — J((L+i)(l- = )+ 1)
v U g Y pvs'
EF(t) =(1 +i)'(1- = )FO+(] +1i -B)((1+0) (- oA )14t ]l
(t) = (1 +i)( va) (1 +i)( o/ J((1+1) "4 va) )
f \
N . PVB-
=(1 +)(F — JFo+(1+i) (=~ -8) "B
PVS PVS i- (i +i)(i- =
Vv PVS
f1 t\
1—gq*
= q*'Fg * r¥ (3.2.2.3)
1-N oy
af = (L4 i) (1= = )
PVS
' +")(PVB-S
r* = I)(=mmmmmeee
PVS
0<q*< 1 (3.2.2])
(3.2.1.1.10) q q* f N
g 7T (3.2.1.1.11), (3.2.1.1.12),
(3.2.1.1.15) (3.2.1.1.16)
(C(t)) 1 (ADJ(t))
2 Spread Unfunded Accrued Liability
(UAL) fEJ>ZnI)EF(t):AL t_U>nGiDEC(t):NC

Amortization Loss Experience (L( t))



(PVS(t))

Average

un eF (1) =AL

f-*co

lim EC(t)=NC
260

Autoregressive
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Moving
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