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The Estimation of the Lump-sum Selection Rate
and the Risk Evaluation on it for Accounting

Takayuki Igawa

Mizuho Research Institute Ltd.
1-2-1, Uchisaiwaicho, Chiyoda Ward, Tokyo 100-0011, Japan

Abstract

The lump-sum selection rate is one of the assumptions of Defined Benefit Obligation
(DBO) and it affects much DBO especially in case of life annuity with guarantee. As the
lump-sum selection rate changes, the duration of benefit payments changes, and as a
result, it affects DBO. There are a number of cases that a sample size is very small or
changes much, and it is difficult to estimate the lump-sum selection rate in such cases.
In this paper, I propose a method to estimate by a prior distribution when a sample size
is very small or no sample is available.

Next, considering the lump-sum selection rate actually changes, after I arrange the
concepts of DBO for accounting and the methods of risk measurements, I illustrate a
method to evaluate the risk related to the lump-sum selection rate by a stochastic
model of both the interest rate and the lump-sum selection rate. By the model, I
examine the influence of the uncertainty of the estimation of the lump-sum selection
rate and the correlation between the interest rate and the lump-sum selection rate and

I consider what the risk evaluation of DBO should be.
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