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Where: = zt(:lxdc‘)‘

* r,is cost-of-capital rate

* C,is average capital amount in the period

* r.xC, is compensation required by the entity

* d,is selected discount rate, reflective a yield curve.
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2.1Cost of capital approach

RC

CoC

Required X Cost of
= Capital Capital
ITC
EC RegC CoC
= ma Wl Economic Bl Regulatory [ I:::‘g;atl X Cost of
Capital Capital Capital Capital

)

" 1 Rel
CoC*Erz0 Graran
where,
+ CoC =6% for example;
+ d.israte of interest

+ The capital required figures presented are ‘as at the end of period t’, where t=0

enN] Knd NIé(n]FEIeIIJNOrpELmqu MENGHhOG] T n
6]+ NI' I NJ OEIENKenfﬂﬂEHnReno[ RI T O E.
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2.2PAD approach

LIC RA X

Risk Adjustment

Common methods used to derive RA for LIC are:
i Mack Method

i. Bootstrapping

iii. Stochastic Chain Ladder Method

iv.  Industry Benchmark

=
5
:
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*  myandudyasznunbdadiialy (reinsurance contract held) va4gianlsziunvda (Cedant)
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*  muanauayynlsziuindaiaan (reinsurance contract issued) a9 IULlszUsiBda (reinsurer)
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