SUGGESTED SOLUTIONS TO DHW TEXTBOOK EXERCISES

Exercise 9.12

(a) First we note that
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gives the probability that the joint life (zy) dies in the interval between (¢t — 1)/m and
t/m. Thus, the following APV

m

D0 Lty Py = tymPay) = D0 X e
t=1

t=1

Dy

3|

gives the expected present value of an insurance that pays $1 at the end of the m-th
interval in the period of death of the joint life (xy) within one year. The failure of the
joint life (xy) is when the first death of (z) and (y) occurs. We can write this one-year
APV as
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(b) We can write the APV Al as a double sum
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which indicates as a sum of deferred one-year term insurances as in (a).

(c) It is best we start with the RHS of the equation and work our way to the LHS.
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Consider the last two terms in the equation above:

t-1)/me (-1 /mTy — tyme timly = (L= @vymPe) (1= @nymPy) = (1= tymPa) (1= 1/mPy)
= 1= ymPe = —1)mPy T @=1)/mPay
-1+ t/mPz T t/mPy — t/mPay
= (a-1)/mPay = t/mPay)
+ ((t—l)/mpx - t/mpx) + ((t—l)/mpy - t/mpy)

It is not difficult to show that under the UDD assumption, the sum of the terms
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so that we have
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which is exactly what we wanted to prove. In addition, we have
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(d) Thus, under the assumptions in part (c), we approximate
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so that from part (b), we have
AC(EZL) Z v k,pxy UQIJrk y+k

[e.e]

7
_ k+1
- Z(m) E v k;pa:y X Qr+ky+k
k=0

oo

7
_ v k+1
= i<m>zv k| Ty
k=0

PREPARED BY E.A. VALDEZ PAGE 2



