Actuarial Valuation 

1. A person (X) aged 55 exact is about to retire exactly after 5 Years after attaining age 60 and has already rendered exactly 5 years of  service. Also suppose X is earning ` 10,000 a month now and that it is expected that his salary will increase 10% per annum for the next five years. Calculate provision for Gratuity to be made now.
Solution: At retirement, X’s salary is expected to be ` 10,000 x (1 + 10%)5  = ` 16,105 per month and till that time, X would have service for 10 years. His gratuity benefit at retirement is expected to be 15/26 x ` 16,105 x 10 = `92,913 .Therefore, a benefit of ` 92,913 will be paid to X at retirement, if his salary increases at the assumed rate of 10%. This future benefit results in a liability now, which is equal to the present value of this benefit. Assuming  the discount rate to calculate the present value is 15% pa, the liability is  calculated as:  ` 92,913 / (1 + 15%)5  = ` 46,194  i.e. the expected benefit of ` 92,913 is discounted for 5 years, since the  benefit is expected to be paid in 5 years’ time.
