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Abstract

In this research, a new model for valuation of financial contracts is designed by using
guaranteed and participation rates. In the traditional methods, valuation of these contracts is
determined with the use of minimum guaranteed rate of returns such as risk free rate.
However, the proposed model is based on the valuation of these contracts by guaranteed and
participation rates as well as the customer's risk tolerance and investment risk. In this model,
first an asset allocation model is considered in order to model market elements such as
certificate of deposit, bonds and stocks. Then, conditional value at risk, as a proper risk
measure, is used to determine guaranteed and participation rates and fair valuation of the
contracts. To improve the validity, the model is run for both the capital markets of Iran and
the United States of America. The variables used in this study are interest rate of banks,
bonds and stock index from 1998 to 2012 in Iran and from 1980 to 2012 in America.
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4. Participation rate
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2. Life insurance contracts
3. Mutual fund contract
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9. Barbarin & Devolder
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12. Maturity date
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2. Self-financed
3. Markowitz optimization model
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1. Auto covariance
2. Cross covariance
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1 Monte carlo simulation cholesky decomposition
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