Discount Rates Dec 31, 2020

Used for actuarial valuation of employee benefits
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Introduction

Discount rate is a key assumption used in actuarial valuation of
various employee benefits like gratuity, earned leaves, long term
awards etc. It is used to calculate the discounted values of the future
cashflows.

The term of the bond which is to be taken, to determine bond yield,
should match the duration of liabilities.

AS15R

As per para 78 of AS 15 (R), “the rate used to discount post-
employment benefit obligations (both funded and unfunded) should
be determined by reference to market yields at the balance sheet
date on government bonds. The currency and term of the
government bonds should be consistent with the currency and
estimated term of the post-employment benefit obligations.”

IND AS 19

As per para 83 of IND AS 19, “the rate used to discount post-
employment benefit obligations (both funded and unfunded) shall be
determined by reference to market yields at the end of the reporting
period on high quality corporate bonds. In countries where there is
no deep market in such bonds, the market yields (at the end of the
reporting period) on government bonds shall be used. The currency
and term of the corporate bonds or government bonds shall be
consistent with the currency and estimated term of the post-
employment benefit obligations.”

Duration of Liabilities

The Duration of liability is
calculated by scientific
method called Macaulay
Duration. The Macaulay
Duration is the weighted
average term to maturity
of the cashflows from a
bond. The weight of each
cashflow is determined
by dividing the present
value of the cashflow by

the price.

Example: If duration of
liability is n years then
the yield on nth year
Government bond s
considered as discount

rate.

o
o
o
o
5
on
(6]
3]
(a)
(%)
(]
)
©
o
=
c
>
o
()
o
o




M MITHRAS
CONSULTANTS

Yields on Indian Government Bonds

Term December 31, 2019* December 31, 2020*
1-Year 5.64% 3.80%
2-Year 5.86% 3.90%
3 -Year 6.46% 4.45%
4 —-Year 6.57% 4.82%
5-Year 6.58% 5.16%
6 —Year 6.75% 5.62%
§ 7 —Year 7.00% 5.81%
a 8 —Year 7.00% 6.03%
§ 9 —-Year 6.90% 6.05%
2 10 -Year 6.66% 5.98%
% 11 -Year 7.00% 6.23%
% 12 - Year 7.05% 6.34%
'g 13 - Year 7.15% 6.33%
14 - Year 7.09% 6.34%
15 — Year 7.16% 6.42%
19 - Year 7.23% 6.62%
24 —Year 7.25% 6.72%
30 —-Year 7.25% 6.65%

*These are the annualized yields.
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Source of Data

Investing.com*

Last Update: 2020-12-31 12:27:54

Name Yield Prev. High Low Chag. Chg. % Time
== India 3M 3.070 3.070 3.080 3.060 0.000 0.00% 3z @
== India 6M 3.360 3.360 3.360 3.350 +0.030 +0.00% 312 Q@
== India 1Y 3.762 3.762 3.786 3.698 +0.021 +0.00% 3z @
== India 2Y 3365 3.865 3.906 3.865 -0.01% 0.00% 3112 Q@ o
== [ndia JY 4.406 4.408 4.453 4.408 -0.026 0.00% Iz @ S
== India 4Y 4 764 4764 4795 4 761 -0.012 0.00% 3112 Q@ :‘
== India 5Y 5.099 5.099 5.128 5.097 -0.009 0.00% 31z @ §
== India 6Y 5.541 5.541 5.554 5541 -0.010 0.00% 3z Q@ 9,
== India 7Y hT729 RT20 R 738 RT22 -0.012 0.00% 31z @ §
== India 8Y 5.939 5939 5.960 5.938 +0.003 +0.00% 3z Q@ =
== India 9Y 5962 5.962 6.047 5.959 +0.003 +0.00% 3z @ §
== [ndia 10Y 5.804 5894 5.905 5.887 -0.005 0.00% 3z Q@ é)
== India 1Y 6.138 6.138 6.175 6.136 -0.009 0.00% 312 Q@
== India 12Y 5.24G 5.246 6.263 6.240 +0.013 +0.00% 3z @
== [ndia 13Y 6220 6.229 6.280 6.229 -0.006 0.00% 312 Q@
== India 14Y 6.242 6.242 6.258 6.237 -0.007 0.00% 3z @
== India 15Y 6.316 6.316 6.334 6.314 -0.014 0.00% 3112 Q@
== India 19Y 5.516 6.516 6.518 6.495 +0.024 +0.00% 3z @
= India 24Y 6.606 6.606 6.606 6.606 -0.008 0.00% 3112 Q@
== [ndia 30Y 6.545 6.545 6.566 6.545 -0.007 0.00% 31z @

*Please note that the yields above are on semi — annual basis. We annualize them before
using them for the valuation.




