Discount Rates Mar 31, 2021

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 5
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.
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Yields on Indian Government Bonds

Term March 31, 2020* March 31, 2021*
1-Year 4.96% 3.96%
2-Year 5.11% 4.59%
3 -Year 5.47% 4.99%
4 - Year 5.66% 5.67%
5-Year 5.66% 5.79%
. 6 —Year 6.41% 6.25%
g 7 —Year 6.60% 6.41%
) 8 —Year 6.65% 6.53%
s 9 - Year 6.63% 6.43%
3 10 — Year 6.23% 6.27%
< 11 - Year 6.90% 6.65%
= 12 - Year 6.71% 6.79%
a 13 - Year 6.80% 6.81%
14 — Year 6.75% 6.82%
15 — Year 6.88% 6.81%
19 — Year 6.92% 6.92%
24 - Year 6.91% 6.91%
30 - Year 6.87% 6.88%

*These are the annualized yields.
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Source of Data
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& ininvesting.com/rates-bonds/india-government-bonds?maturity_from=10&maturity_to=290
9 ] y Y.

Investing com

Markets Crypto

Search the website.

Charts News Analysis Technicals Brokers Portfolio

Sign iIn / Free Sign Up

Education Mobile Apps  More +

Rates & Bonds  Financial Futures

Name
== India 3M
= India 6M
= India 1Y
= India 2Y
= India 3Y
= India 4Y
== India 5Y
= India 6Y
= India 7Y
== India 8Y
== India 9Y
= India 10Y
= India 11Y
= India 12Y
= India 13Y
= India 14Y
= India 15Y
= India 19Y
= India 24Y

= India 30Y
H R Type here to search

rid Government Bonds | Government Bond Spreads

Last Update: 2021-03-31 13:62 11

Yield  Prev.  High  Low  Chg. Chy. % Time
3270 3270 3320 3270 -0.040 0.00% @
3470 3470 3480 3460  +0.010 +0.00% 3 @
3926 3926 413 3921 -0.063 0.00% 3 @
4537 4537 4585 4537 0087 0.00% @
4920 4820 4948 4915 0003 0.00% <]
5591 5591 573 5591 -0.004 0.00% @
5705 5705 5718 5678  +0.027 +0.00% (<]
6154 6154 6211 6154 -0.000 0.00% (]
6312 6312 6437 6312 0017 0.00% @
6427 6427 6479 6427  -0.001 0.00% @
6327 6327 6385 6326  +0.010 +0.00% @
6177 6177 6185 6140  +0.034 +0.00% 3 @
6546 6545 6612 6546  -0.024 0.00% @
6675 6675 6693 6675  -0.001 0.00% @
6698 6698 6698 6698  +0.023 +0.00% <]
6705 6705 6720 6691  +0.008 +0.00% @
6696 6696 0026 0.00% ]
6800 6809 +0.009 +0.00% (]
6797 6797 <]
6.7¢ (<]

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