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Based on characteristics of the nonlife joint-stock insurance company, this paper presents a compound binomial risk model that
randomizes the premium income on unit time and sets the threshold x for paying dividends to shareholders. In this model, the insur-
ance company obtains the insurance policy in unit time with probability p, and pays dividends to shareholders with probability p,
when the surplus is no less than x. We then derive the recursive formulas of the expected discounted penalty function and the asymp-
totic estimate for it. And we will derive the recursive formulas and asymptotic estimates for the ruin probability and the distribution

function of the deficit at ruin. The numerical examples have been shown to illustrate the accuracy of the asymptotic estimations.

1. Introduction

The compound binomial risk model is one of the classical
actuarial models that have been studied extensively. The
classic literatures about the compound risk model primarily
include [1-9]. With the emergence and development of divi-
dend insurance, compound binomial risk models considering
the case of paying dividends to policyholder are attracting
more and more attention of actuarial scholars; see [10-14].
Reference [10] builds the compound binomial risk model
with randomly dividends payment and derives the ruin pro-
blem by recursive algorithm for cases where the company
pays dividends to its policyholders with a certain probability.
Reference [11] obtains and solves two defective renewal equa-
tions for the Gerber-Shiu penalty function under the com-
pound binomial model proposed in [10]. Reference [12] gen-
eralizes the model of [10] and derives the discounted penalty
function under the compound binomial model with a mul-
tithreshold dividend structure and randomized dividend
payments. Considering the fact that the joint-stock company
may pay dividends to the policyholders and shareholders,
[13] builds the compound binomial risk model with random
dividends payment to the policyholders and shareholders
and studies the ruin problem with the model. furthermore,
[14] derives the arbitrary moments of discounted dividend

payments under the compound binomial risk model with
interest on the surplus and periodically paying dividend.

The previously mentioned models are compound bino-
mial risk models with a constant premium rate suited for
depicting the surplus of the life insurance companies which
collect installment premiums. However, nonlife insurance
companies (e.g., property insurance companies) charge pre-
miums immediately, and insurance policies are obtained ran-
domly in unit time. Thus the model with a constant premium
rate cannot reasonably describe the surplus of the nonlife
insurance companies. Moreover, joint-stock nonlife insur-
ance companies need to pay dividends to the shareholders
randomly (see [10]). However, these characteristics have not
been considered in [10] together. Thus, [10] cannot be suitable
for describing the surplus of the joint-stock nonlife insurance
companies. In order to address the deficiencies of the models
in [10], a compound binomial risk model has been developed
with random premiums and dividends payment to share-
holders, and it derives the recursive formulas and asymptotic
estimates of the ruin probability and the distribution of the
deficit at ruin.

This paper is organized as follows. In Section 2, we build
the compound binomial risk model with randomly charging
premiums and paying dividends to shareholders. In Section
3, we derive the recursive formulas of discounted penalty



function. In Section 4, we derive the asymptotic estimates
for the discounted penalty function. In Section 5, we obtain
recursive formulas, and asymptotic estimates of the ruin
probability and the distribution function of deficit at ruin are
obtained. Finally, the conclusion is shown in Section 6.

2. The Model and Preliminaries

Consider the compound binomial model with randomized
decisions on paying dividends, which is described by

UW)=u+t-S@E)-D(), t=12..., )

with the initial surplus of the insurance u (=0). S, is the
aggregate claim up to time t; that is,

t
S =) 6,X;, t=12,..., 2)
k=1

where 0, denotes whether the claim occurs or not in (¢t — 1, ¢];
the event in which the claim occurs is denoted by 6,,, = 1;
the event in which no claim occurs is denoted by 6,,, = 0.
The probability of a claim is p and the probability of no claim
isqg =1 - pinany period (t,t +1].0 = {0,, t = 1,2,.. .} is
independent and identically distributed random series. X =
{X,,t =1,2,.. .} isindependent and identically distributed as
F = {p(k) = Pr(X = k); k = 1,2,...}. D(t) is the aggregate
dividends payment; that is,

Dt)=)YelUk-1)2x), t=12..., (3)
k=1

where x (>0) is the threshold such that the insurance
company may pay dividends to the shareholders, and I(B) is
the indicator function of a set B. ¢, denotes whether dividend
is paid or not in (t — 1,¢t]. When the surplus is no less
than x, the company pays one dividend to the shareholders
with probability p, (denoted by ¢, = 1) and not with the
probability g, = 1 — p; (denoted by e, = 0);¢e = {¢,, t =
1,2,...} is independent and identically distributed as B(p;)
(0<p, <.

According to the feature of the variety of the surplus in
joint-stock nonlife insurance companies, we further assume
that premium is charged randomly in unit period (¢ — 1,t].
Then the aggregate premium is

t
M@t) =)L, t=12..., (4)
k=1

where I, is variable with distribution B(p,) (0 < p, < 1),
qo = 1 — py> and denotes obtaining an insurance policy by
I, = 1in (-1, ], as well as denotes not obtaining an insurance
policy by I, = 0. I = {I, t = 1,2,...} is independent
and identically distributed. Furthermore, the random series
0, X, €, I are assumed to be mutually independent. Then, the
surplus of the nonlife insurance joint-stock company is

U =u )

U)=u+M(@t)-S{t)-D(t), t=12,.... (6)
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The model is called as the compound binomial risk model
with random premiums and dividends payment to sharehold-
ers.

Remark. (1) Model (5) is the general form of the model in [10]
and is the model in [10] if p, = 1. And also, model (5) can be
regarded as general form of the classic risk model and exactly
the classic risk model if p, = 1, p; = 0.

(2) In this model, the initial time ¢ = 0 is some time in the
past at which point we begin studying the surplus of the joint-
stock nonlife insurance company, but not the time when the
company is created.

Define ruin time with T = inf{t > 0 | U(t) < 0}. The
ultimate ruin probability is defined by y/(u) = Pr(T' < +0o0 |
U(0) = u). Define the (expected discounted) penalty function

by

¢, (W) = E[f (Ur_p, |Us|) I (T < +00) r™ " | U (0) = u],
)

where f(x,y) (x > 0,y > 0) is the non-negative bounded
function, 0 < r < 1. In this paper, the fact that Z;io my = 0is
adopted.

Let P(n) = ZZ:I p(k), P(n) = 1 - P(n). We always assume
that u = Y% kp(k) = ¥, % P(n) < 00, and the E[I; — 6, X —
€] = py — ppt — p1 > 0, which leads to the positive security
loading. Denote that the security loading § : § = (p, — py —

p1)/pu > 0. Let p(u) = ¢, (u).

3. The Recursive Formulas of
the Penalty Function

Theorem 1. Let J(x) = qop; p(x) + (qoqs + popr)p(x +1) +
Podi P(x + 2), J(x) = qop,P(x) + (goq) + pop1)P(x + 1) +
Po‘hp(f =2), T(x) = pop(x + 1) + gop(x), T(x) = pyP(x +
1) + gy P(x). Then

(1) ¢(0), (1), ...,¢(x) satisfy the following linear equa-
tions:

Poqp (0) = pr¢p(x—1) = a, (8)
Poq¢ (u+1) +(qq + ppop (1) = 1) ¢ (u)

u—1
Py dRTw-K=p u=012...x-1,
k=0
9)

where

x-1 +oco

a=pq ) Y flki-k)T(3)

k=0 i=k+1

x-2 +00

+ppy Y Y flki=k)T()

k=0 i=k+1
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+00 +00

+pY Y flki-k)J(i-1),

k=x i=k+1

=-p Y flk-uw](k;

k=u+1

(2) for u > x, the penalty functions ¢p(u) satisfy

- (9041 +POP1)¢(u) _ qop1¢(u -1)

dp(u+1l)=
qPo41 Pod1

Yok u-k-1) (1)

011 k=0

k- -1
qpo‘h kgilf koW k=D,

DoPry )4 P Z¢(k Jx—k-1)

u+1)=
¢ Pody qpo‘hko

(12)

+00

Y Y Fki-RIG-1).

qpoql k=u+1i=k+1

Proof. Considering the insurance policy and dividend and
claim number in the first time period (0, 1], there are twelve
cases as follows:

(1) no insurance policy is obtained, no claim occurs, and
no dividend is paid in (0, 1];

(2) an insurance policy is obtained, no claim occurs, and
no dividend is paid in (0, 1];

(3) no insurance policy is obtained, a claim occurs, no
dividend is paid, and U(1) > 0 in (0, 1];

(4) an insurance policy is obtained, a claim occurs, no
dividend is paid, and U(1) = 0 in (0, 1];

(5) no insurance policy is obtained, a claim occurs, no
dividend is paid, and U(1) < 0in (0, 1];

(6) an insurance policy is obtained, a claim occurs, no
dividend is paid, and U(1) < 0 in (0, 1];

(7) no insurance policy is obtained, no claim occurs, and
a dividend is paid in (0, 1] (if U(0) < x, the case does
not exist);

(8) an insurance policy is obtained, no claim occurs, and
a dividend is paid in (0, 1] (if U(0) < x, the case does
not exist);

(9) no insurance policy is obtained, a claim occurs, and a
dividend is paid in (0, 1] (if U(0) < x, the case does
not exist);

(10) an insurance policy is obtained, a claim occurs, a
dividend is paid, and U(1) > 0in (0, 1] (if U(0) < x,
the case does not exist);

(11) no insurance policy is obtained, a claim occurs, a
dividend is paid, and U(1) > 0 in (0, 1] (if U(0) < x,
the case does not exist);

(12) an insurance policy is obtained, a claim occurs, a
dividend is paid, and U(1) < 01in (0,1] (if U(0) < x,
the case does not exist).

Using the total probability formula, when 0 < u < x,

¢ (1) = qoq¢ (1) + poqd (u+1) + Zgb(k)T(u—k)
k=0

(13)
+p Y fak-u)T (k).
k=u+1
Equation (13) is equivalent to (9).
When u > x,
¢ W) =qlgop1¢ (u—1)+ (qoq, + pop1) ¢ (1)
+podp (w+ D] +p Y ¢ (k)T (w—-k-1)

k=0 (14)

+p Y flk-u]k-1).

k=u+1

Equation (11) comes from (14). Equation (14) is equivalent to

[1-q(q0a + Pop1)] ¢ () = qqop1 (u— 1)
+qpeq1§ (u+1)

+pY ¢ (u-k-1)
k=0

+p Z fuk-u)]k-1).

k=u+1
(15)
Subtracting q(q, p; + pog,)$(u) from (15), we obtain
pp W) = ggop; (¢ (u—1) - ¢ (1))
+qpody (¢ (u+1) - ¢(w))
+p Y k) (u-k-1) (16)
k=0

+p Y flk-u)Jk=-1).

k=u+1

When t > x, summing (16) over u from x to ¢ yields

P 9w =aqqp: ($(x-1)-$ 1))

+qpod; (Pt +1) - ¢ (x))



+pY Y ¢k (w—k-1)

U=x k=0

+pY Y fk-w]k-1).
USX k=u+1

17)

Interchanging the summing order of the third term in the
right-hand side of (17), we get

pY Yok u-k-1)

U=X k=0

=pY) ¢k (1-Tt-k-1) (18)
k=0

x—1
—pY ¢ (1-T(x-k-2)).
k=0

Adding (18) to (17), we obtain

qqop1 (¢ (x = 1) = ¢ (1)) + qpoq (¢ (t + 1) — ¢ (x))

t x—1
=pYdR)T(t-k-1) —p Y ¢(K)T (x~k-2)
k=0 k=0

t +00
-py Y fk-wJk-1).
U=X k=y+1

(19)

The security loading § > 0 leads to lim,, , , w(u) = 0.
f(x, y) is bounded function, ¢(u) < w(u)| fl, where || fI| =
sup{f(x,y) | x € N, y € N}. Therefore, lim,, _, ,,$(ut) = 0.
By the Dominated Convergence Theorem, we can obtain

pY ¢k T(t—k-1)
k=0
t+1
<pY t+1-k)](k-2)

k=1

Sp§¢(t+l—k)7(k—2)—>0 (t — +00).

k=1
(20)
Lett — +ooin (19), and we get
99019 (x = 1) = qpoq: ¢ (x)
x—1
== (k)] (x—k—-2)
PLWI @
—pY Y flk-uw]k-1).
U=X k=u+1
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Subtracting (21) from (19)
—q99019 () + qpoq ¢ (¢ + 1)

Y T (x—k-1)
LB (22)

+00 +00

+p Y Y flki-k)JGi-1).

k=t+1 i=k+1

Equation (12) is equivalent to (22).
Subtracting p,q¢(u+1) from both sides of (13), we obtain

po ) =poq(pu+1)-dp@)+p Y ¢$(k)T (u—k)
k=0

(23)
+00
+p Y fak-uT (k).
k=u+1
When x > 1, summing (23) over u from 0 to x — 1, we get

x-1 u

qus(u)-poq(qs(x) $O)+p Y Y ()T (u-k)

u=0 k=0

x-1 +o0

+pz Z f(uk—u)T (k).

u=0 k=u+1

(24)

Interchanging the summation order of the second term on
the right-hand side of (24), (24) is equivalent to

x—1
Pod($(x) =4 (0)=p Y ¢(k)] (x-1-k)
k=0
(25)

x-1 +oo

-pY Y fluk-wTk).

u=0 k=u+1
Replacing x by x — 1 and adding p¢(x — 1) to both sides of
(25), we yield

Poq (¢ (x) = $(0)) + pp (x = 1)

x—1
oY 6T (x-1-K)
PLIBI (26)

x-2 +00

—pY Y flk-u](k).

u=0 k=u+1

From g, % (25) + p; x (26), we obtain
aPod1d (x) + (qpopy + pp1) $ (x — 1) = poq (0)

x-1 +oo

—pZ¢(k>J(t—k 2)-pa; Y Y f(ki-k)J ()

k=0 i=k+1

x-2 +00

—ppr Y. Y flki=k)J ().

k=0 i=k+1
(27)

Equation (27) minus (21) is (9). The theorem has been proved.
O
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According to Theorem 1, ¢(0), ¢(1),...,¢(x — 1) can be
obtained by solving the linear equations (8) and (9) when
x > 1. And we can obtain ¢(x + 1), ¢(x + 2),... by (11). The
following problem that needs to be solved is whether there is
a unique solution to the set of linear equations (8) and (9).

Definition 2. Assume that the matrix A = (;) € C™", and it
satisfies

|a;;| > Z |a,-j'. (28)
j#i
Then A is called a (row) strictly diagonally dominant matrix.

Poq 0 0
X Poq 0
pT(1) X Pod

B = T (2) pT (1) X

Lemma 3. If A is a strictly diagonally dominant matrix, then
A is a nonsingular matrix.

Proof. For the proof, see [6]. O

Theorem 4. Under the assumption that the security loading
0 > 0, the set of linear equations (8) and (9) have a unique
solution.

Proof. Let ¢ = (¢(0), (1), d(2),...,¢(x)), A = («,(0),
B(1), B(2), ..., B(x)), x = qq0+ ppop(1) -1, XI = ppop(1)=p,

0 0 -p 0
0 0 0 0
0 0 0 0

Poq 0 0 0 ; (29)

pTr(x—-1) pT(x-2) pT'(x-3) pT'(x—4) --- pT(1) x PpPoq

then, the set of linear equations (8) and (9) can be rewritten
as

Bp = A. (30)
Poq 0 0
_X’ Poq 0
pT (1) X' Pod

pT(2)

pT (1) X' Pod

The coeflicient matrix B will be carried out by a series of
elementary row operations as follows: the (x + 1) row is
replaced by itself plus the first x rows; the x row is replaced
by itself plus the first x — 1 rows, and so on; the second row is
replaced by itself plus the first row. The matrix B is changed
into

0 0 -p, O
0 0 -pp 0
0 0 -p, 0
0 0 - 0
P ) (31)

PTx=2) pT(x=3) pT(x=4) pT(x=5) - pT() ' pg-p 0
pT(x=1) pT(x-2) pT(x=3) pT(x=4) - pT(2) pT() X' -pi pod

For the first row, because § > 0 and p = Z;:g P(n) > 1,

Pd=pr=p(L=p)=p1>po—pr—pu>0. (32
For the second row, because q,q + pp,p(1) — 1 < 0, then
Pod—|xX'| =P = po— PP P () -p-p,

>p-p(P(M)+P0)-p, (33

> po—ppu—p >0

Fortheirow 2 <i<x-1),

i—-2
Pod—p Y. T (k) +ppop(1) = p—p,
k=1

i—1 i-2
=po—ppo Y P(k)=pgy Y P(k)-p-p,
k=1 k=1

> py—ppo(—=1)=pgo(—1)—p—-po

=po—pu—-p >0
(34)



For the x row, owing to poq — p1 = Po — P1 — PPo > 0

x-2
pd-p— X |-p Y Tk
k=1

x-2 x—1
—pop Y P(k)—qop Y P (k)
k=1 k=1

> po—ppo(u—1)=pao(u—1)-p-po

=py—pu-p>0
(35)

For x — 1 row, owing to pp,p(1) — p— p; <0,

x-1
Poq — |X’ _P1| - P Zf(k)
k=1

X x—1
=po-P-P1-PPo Y P(k)—pgy Y P(k) (36)

k=1 k=1

> po—ppo(u—1)=pgo(u—1)-p, -

=po—pu—po>0.

Thus, the matrix B is a strictly diagonally dominant matrix.
According to Lemma 3, matrix B is a nonsingular matrix.
So the set of linear equations have a unique solution. The
theorem has been proved. O

4. The Asymptotic Estimate of
the Penalty Function

Let D = 0,X,+ €; — I, denote the generating function of D;
then

Gp (r) = (pGx +q) (P1r+‘h)<%+%>’ (37)
where Gy is the generating function of X.

Assumption 5. There exists a

(r = ry) (ry is possibly +00).
This assumption is similar to the one in [11].
Let Gp(r) = 1, and then

(pGx (1) +q) (prr + 1) (po + qor) = 7 (38)

Let H(r) = (pGx(r) + @)(p1r + q1)(po + qo7)- H(0) = g4, pos
H(1) = 1, H(r) is a convex and increasing function in [0, r, ),
and thus (38) has two real nonnegative roots at most, and one
of them is 1. Because 8 > 0, H'(1) = 1 - (p, — ppt — py) <
1. Because H" (r) > 0 in [0, Too)» H(r) is strictly convex in
[0, 7). Therefore, there exist two real roots in (38). Denote
the other root by R, and then R > 1.

Note that if g, = 0, (38) becomes

(pGx (1) +q) (prr +q1) =1, (39)

which is just the adjustment coeflicient equation of the
compound binomial model with randomized decisions on
dividends payment (see [10]). The following lemma will be
used to derive the asymptotic estimates of ¢ ().

such that Gx(r) — +oo
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Lemma 6. Z is a set of integers, {a, k € Z}, {b,k € Z},
{ug. k € Z} are sequences that satisfy a > 0, ¥ o a, =
Y lkla, < +00, Y 0 ka, > 0, Y "0 |b| < +00, the greatest
common divisor of the integers k for which a, > 0 is 1, and the
bounded series uy, satisfies the following renewal equation:

+00
u, = z a,_ e +b, n=0,+1,+2,..; (40)
k=—0c0
then lim,_, u, and lim,_, _ u, exist. Furthermore, if
lim,, _, _ u, =0, then
[ee]
lim u, Zk 0! (41)
n— 0o Zk 00

Proof. The proof can be seen in Karlin and Taylor [5]
(Chapter 3). O

Theorem 7. The asymptotic estimate for the penalty ¢(u) is
¢ () ~KR™, (42)

where

K = ([gpop) (R=1) + pyqR (R* = 1)] ¢ (0)

+(R~=1)(aq0p: — apopy — PP1) Z R"¢(m—-1)

m=1
+00 -1
4K, (R= 1)) x ((R— 1><K2R+p27(k—2) )) ,
k=2
K, =-pq,K; - pp1 Ky + Ks,

K, =qq0p: + PPOqlﬁ (1) + pgopy + P (Pop1 + Go1) »

x m-1 +00

Ky=) R"Y > fki-K)T(),
m=1 k=0 i=k+1
X m-2 +00

Ky=Y R"Y Y f(ki-k)T@),

3
I

1 k=0 i=k+1
= Y R" Y fi-RJi-1).
m=x+1 k=m+1
(43)
Proof. When u > x, from (12), we can obtain
¢ (W) = (g0 + pop1 + PP141) ¢ (1)

+(qdopy + PPodi P (1) + Gop1p + P (201 + Pop1))

u-2
xpw-1)+p Y ¢(k)](u-2-k)
k=0

+00 +00

+pY Y flki-k)JG-1).

k=u i=k+1
(44)
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Equation (27) is equivalent to

¢ (1) = (qo + pop1 + PP11) ¢ (1)

+ (‘1%1’1 + ppod, P (1) + goprp + p (o) + POPI))
u-2 _

x$pu-1)+p Y ¢(k)] (u=2-k)+ pgé(0)
k=0

+(990p1 = Poprq — PPr) P (u—1)

u-1 +oo

—pa, Y, Y flki-k)T ()

k=0 i=k+1

u-2 00
—pp Y. Y fki=R)TG).
k=0 i=k+1
(45)

Combining (44) and (45), we can obtain the renewal equation

¢ () = (q0 + popy + pP1d1) ¢ (W) + (qqopy + PPo‘h)ﬁ(l)

+qopip + P (9o + Pop1) d(u—1)
u-2 _

+pY ¢k -2~k
k=0

[ Poa$ (0) + (qqopy — Poprd— pp1) ¢ (u—1),

u—1 +oo

-pa, Y. Y f(ki-k)T (i)
k=0 i=k+1
u—2 +o0o

1 b Y, Y fli-R)TG),

k=0 i=k+1
O<u<ux,

+00 +00

Py Y flki-kJG-1),

k=u i=k+1

Denoting that $(u) = ¢(u)R",

u=0,

[ o + PoP1 + PP1 1>

R(Q%Pl + ppody P (1) + goprp + P (9o + POP1))’

N
1l
A

[ PR T (u-2),

7
[ aPoq1 u=0,
Poq¢ (0) + (gqopy — Poprq — pPr) ¢ (u—1)
u-1 +o00
-pqy ). Y. fki=k)T @)
k=0 i=k+1
bu = 9 u-2
—ppy Y. Y. +oof (ki—k)T (i),
k=0 i=k+1
O<uc<ux,
pY Y flki-kJi-1), x<u,
k=u i=k+1
b,=pR'Y Y fki-KJ(i-1), u>x
k=u i=k+1
(47)
Multiplying (46) by R”, we can obtain
¢w)=) a, ,p(k)+b, u=012,.... (48)
k=0

We will prove that (48) satisfies the conditions of Lemma 6.
Consider

Z A =4qo + PoP1 t PPods

k=0

+ (CI%Pl + ppod P (1) + gopr p + p(dod; + P0P1))R

+Y pJ(k-2)R*
k=2

+00
= dqo + pop1 +GoPrR + R*pgopy Z P(k)R"
=0

+00 +00
+p (4041 + Pop1) Z P (k)R + ppyq Z P(k)R*
k=0 k=0

=dqo+ poP1 + qoP1R

Gy(R)-1
+ (Rzp%Pl +p(qody + pop1) + PPo‘h) XRT
=1,

(49)

where the last equation is valid because R is the root of (38).
The following steps will prove that ;% || < co. For u > x,

0<b, = plfIR Y Tk (50)

k=u



then

Y busplfAI YR Y Tk-1)
u=1 k=u

u=x+1

pPY R Y J(k-1)
u=1 k=u

+00 k

=py YTk
k=1u=1

-1)R"

R

+00 k _
=pY Th-1

k=1
(51

R(R—l) ZR Jk-2)

- YT k-2
Pl

p p
= 12(12—1),{23“"S RR-1)

From (51), we can obtain Y > b, < +00. And because |b| <
+00 (0 < u < x), ¥, %0 b, < +00. Further, we can get

+00 R)C
Z be = |qpop1 + Poq & )

Z TR-1) ¢ (0)

+(qg0p1 — qPoP1 — PP1) Z R"¢(m-1)+K,

m=1
+00 +00 _
Y kap =K, +p Y kR (k-2).
k=1 k=2
(52)
According to Lemma 6, we can derive

(

lim ¢ = ([qpopl P4

u— +00

)]ﬁb(o)

+ (9901 — apopr — PP1) Z R™p(m—1)+ Kl)

m=1

+00 -1
x<K2R+ka7(k—2)> :
k=
2 (53)

Equation (53) is equivalent to (42). The theorem has been
proved. O

5. The Application of the Penalty Function

We will give some examples of ruin quantities such as the
ultimate ruin probability, the distribution of the surplus of
the deficit at ruin to illustrate the application of the recursive
formulas, and asymptotic estimates for the penalty function

é(u).
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TABLE 1: Adjustment coefficients.

P (0.9,0.015)
R 102157

(0.75,0.015)
1.01547

(0.75,0.055)
1.01274

(0.65,0.055)
1.010447

5.1. Ruin Quantities

Example 8. Let f(x,y) = 1, ¢(u) = Pr(T < +oo | U(0) =
u) = y(u), which is the ultimate ruin probability. By Theorem
1, we can show that

(1) w(0), w(1),...,y(x) satisfy the following linear equa-

tions:
Poqy (0) = py (x-1) = a,
Poqy (u+1) +(qqo + ppop (1) = 1) y ()
u-1 (54)
+p ) v Tw—k) =B,
k=0
u=0,1,2,...,x—-1,
where
x-1 _ x—2_ +too
a=pq Yy Tk +pp ) TR +p) Jw-1),
k=0 k=0 k=x (55)
B =-pT (u);
(2) for u > x, the penalty functions ¢(u) satisfy
Y1) = - 4(q0 +p0p1)1//(u)— qc_Plv/(u_ 1)
qPod Pod1
kK)Ju—-k-1)- J(k-1).
qpo‘h ;;)W qpo‘h
(56)

By Theorem 7, the asymptotic estimates of the ultimate ruin
probability are

Y ~ KR, (57)

where
K, = < [9Pop1 (R=1) + ppqR (R* —1)] y (0)

+(R=1)(q90p1 — gPoP1 — PP1)

xile//(m—l)+K1(R—l)>

m=1

+00 -1
x <(R— 1)<K2R+p27(k—2)>> ,
k=2
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TABLE 2: Exact values and asymptotic values for the ruin probability.

u P =(0.9,0.015) P =(0.75,0.015) P =(0.75,0.055) P =(0.65,0.055)
EV AV EV AV EV AV EV AV
0 0.5011 — 0.5684 — 0.5791 — 0.6804 —
1 0.4992 — 0.5631 — 0.5747 — 0.6721 —
2 0.4816 — 0.5589 — 0.5704 — 0.6665 —
3 0.4781 — 0.5544 — 0.5658 — 0.6601 —
4 0.4636 — 0.5392 — 0.5601 — 0.6565 —
5 0.4601 — 0.5331 — 0.5548 — 0.6424 —
6 0.4557 0.4701 0.5288 0.5324 0.5503 0.4831 0.6301 0.6417
7 0.4516 0.4602 0.5034 0.5243 0.5482 0.5619 0.6295 0.6351
8 0.4494 0.4505 0.4985 0.5163 0.5435 0.5549 0.6206 0.6285
9 0.4373 0.4409 0.4916 0.5084 0.5401 0.5479 0.6156 0.6220
10 0.4264 0.4316 0.4884 0.5007 0.5384 0.5410 0.6104 0.6156
20 0.3095 0.3134 0.3856 0.3977 0.4452 0.4474 0.5243 0.5267
30 0.2503 0.2532 0.3385 0.3411 0.3939 0.3942 0.4710 0.4747
40 0.2027 0.2045 0.2914 0.2925 0.3465 0.3474 0.4254 0.4279
50 0.1641 0.1652 0.2501 0.2509 0.3056 0.3060 0.3829 0.3856
60 0.1332 0.1335 0.2152 0.2152 0.2695 0.2697 0.3467 0.3476
80 0.0871 0.0871 0.1583 0.1583 0.2092 0.2093 0.2816 0.2823
100 0.0568 0.0568 0.1164 0.1164 0.1625 0.1625 0.2292 0.2293
K, = -pq,K; - pp; K, + K5, where
K - x—1 x—=2
2= qq0py + PPodi P (1) + pgopy + P (Popr + doh) » o= pa, zf(k) _T(k+2)+ ppy Zf(k)
X m—1 X m-2 k=0 k=0
Ky= Y R"Y T(k), K,=) R"> T(k), .
m ko m e ~Th+2)+py J-1)-T(k+z-1)) (60)
+00 _ k=x
Ks= Y R"J(m-1). _ _
i1 B=-p(Tw)-Twu+2);
(58)
Example 9. Let f(x,y) = I(y < z) (z = 1,2,...), and then (2) for u > x, the penalty functions ¢(u) satisfy

o) = Pr((JUT)] < 2,T < 400 | U(0) = u)) = F(u,z),

1 - . . L
which is the distribution of the surplus of the deficit at ruin. Flu+tl,z) = q(90q: + pop1) s - Qb 1
By Theorem 1, we can show that o, _poql

__r 5 L
(1) F(0,2), F(1,2),...,F(x - 1,z) satisty the following aPods };)</>(k)](u k-1)
linear equations: -
- qppq (7(14— D-TJ(u+z- 1)).
PoqF (0,2) = pF(x-1,2) = «, 0q1 o

PoqF (u+1,2) + (qqo + ppop (1) = 1) F (1, 2)
uel By Theorem 7, we can obtain the asymptotic estimates of the
+p Z b)T -k =B u=01,2...,x-1, distribution function of deficit at ruin. Consider
k=0

(59) F(u,z) ~Kgp(2) R, (62)
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TABLE 3: Exact values and asymptotic values for the distribution function of the deficit at ruin.
P = (0.75,0.015) P = (0.65,0.055)
u z=10 z=15 z=10 z=15
EV AV EV AV EV AV EV AV
0 0.6387 — 0.4492 — 0.6523 — 0.5457 —
1 0.6236 — 0.4406 — 0.6434 — 0.5347 —
2 0.6129 — 0.4351 — 0.6347 — 0.5238 —
3 0.6012 — 0.4273 — 0.6265 — 0.5124 —
4 0.5984 — 0.4198 — 0.6153 — 0.5004 —
5 0.5837 — 0.4102 — 0.6048 — 0.4961 —
6 0.5710 0.5894 0.4064 0.4219 0.5937 0.6174 0.4874 0.4984
7 0.5654 0.5804 0.4009 0.4155 0.5895 0.6110 0.4806 0.4932
8 0.5635 0.5716 0.3995 0.4091 0.5843 0.6047 0.4754 0.4881
9 0.5578 0.5629 0.3953 0.4029 0.5804 0.5984 0.4705 0.4831
10 0.5499 0.5543 0.3894 0.3968 0.5776 0.5923 0.4659 0.4781
20 0.4359 0.4403 0.3103 0.3152 0.4971 0.5068 0.3947 0.4091
30 0.3738 0.3776 0.2674 0.2703 0.4502 0.4567 0.3604 0.3687
40 0.3201 0.3239 0.2286 0.2318 0.4074 0.4117 0.3294 0.3323
50 0.2754 0.2778 0.1964 0.1988 0.3683 0.3710 0.2957 0.2995
60 0.2364 0.2383 0.1688 0.1705 0.3305 0.3344 0.2673 0.2699
80 0.1746 0.1753 0.1246 0.1255 0.2704 0.2716 0.2184 0.2193
100 0.1287 0.1289 0.0920 0.0923 0.2206 0.2207 0.1779 0.1781
where asymptotic estimation, respectively. We will compare the
asymptotic values for the ruin probability and distribution
Ky (2) = ( [apopy (R—1) + pogR (R* = 1)] 6 (0) of the deﬁat at ruin with the exact values .computed by
the recursive formulas and analysis on the impact of the
randomly paying dividends on the ruin probability and
+(R=1)(q90p1 ~ apopr = PP1) distribution of the deficit at ruin.
x The numerical analysis will be performed using the
X Z R"F(m-1,2) + K, (R - 1)) following assumed parameters. The distribution of claim
m=1 amount X; is a zero-truncated geometric distribution with
oo 1 Parameter a = 9/10, and then f(k) = (1 - 9/10)(9/10)H,
x((R—1)<K2R+p27(k—2)>> , i = 1,2.,...;p = O'O.ST and the.thres.hf)ldx =_5. The fou_r
Pt cases with the probability of paying dividend P = (p,, p;) =
(0.9,0.015), (0.75,0.015), (0.75, 0.055), (0.65,0.055) will be
K, =-pq; K5 - pp1 K, + K, performed. The relative security loading are larger than zero
_ in the four case, then there is a unique solution which is
K, = qqopy + ppodiP (1) + pqopy + P (Popr + 4041 ) » adjustment coefficient in each case. The adjustment coeffi-
. - cient R is computed and shown in Table 1. ’
K, = Z R™ (T (k) =T (k + Z))’ The exact values c.alculated bY recursive formulas (11)-
= = (12) and the asymptotic values estimated by (42) are shown
in Table2 and Table3 for the ruin probability and the
x oo e _ distribution of the deficit at ruin, respectively. In both of the
Ky = Z R (T (k) =T (k + Z)) g tables, the E.V means the exact value, and the AV means the
m=l k=0 asymptotic value.
+00 From Table 3, we can find that the asymptotic values of
K; = Z R™ (7 (m-1)—-J(m+z- 1)) . ruin probability are generally close to the exact values with
m=x+1 the surplus u increasing under the cases P = (py, p;) =
(63)  (0.9,0.015),(0.75,0.015), (0.75,0.055), (0.65, 0.055). It is easy

5.2. Numerical Illustration. The initial term ¢(0), ¢(1),...,
¢(x) can be obtained by solving the set of linear equations
(8) and (9). ¢(x + 1),¢(x + 2),... can be computed by
two approaches, which are using the recursive formulas and

to see that the ruin probability increases with decreasing
probability of obtaining an insurance policy p,, and increases
with raising the probability of paying dividend p;.

In Table 3, the exact values and asymptotic values for the
distribution of the deficit at ruin when z = 10, 15 are shown.
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It suggests that the asymptotic values are more close to the
exact values with the surplus increasing under the cases P =
(0.75,0.015), (0.65, 0.055).

6. Conclusions

In order to describe the surplus of the nonlife insurance
companies reasonably, the compound binomial risk model
with randomly charging premiums and paying dividends to
shareholders is proposed in this paper. Further, we derive
the recursive formulas and asymptotic estimation of penalty
function using classical method. The results about penalty
function are applied to obtain the recursive formulas and
asymptotic estimations of the ruin probability and the dis-
tribution of the deficit at ruin. The numerical examples
show that the actual penalty function can be approached by
asymptotic estimation. The results about the model are mean-
ingful to analyze the ruin problem about the joint-stock non-
life insurance companies. It may provide the reference for
decision-making of the joint-stock nonlife insurance compa-
nies about risk management.

Acknowledgments

The authors would like to thank the editor and anonymous
referees for their valuable comments and suggestions leading
to improvement of this paper. This research is supported by
the Natural Science Foundation of China under Grant no.
71203241.

References

[1] S. Cheng, H. U. Gerber, and E. S. W. Shiu, “Discounted prob-
abilities and ruin theory in the compound binomial model,
Insurance, vol. 26, no. 2-3, pp. 239-250, 2000.

[2] H. Cossette, D. Landriault, and E. Marceau, “Ruin probabilities
in the compound Markov binomial model,” Scandinavian Actu-
arial Journal, no. 4, pp. 301-323, 2003.

[3] D.C. M. Dickson, “Some comments on the compound binomial
model,” ASTIN Bulletin, vol. 24, no. 1, pp. 33-45, 1994.

[4] H. U. Gerber, “Mathematical fun with the compound Poisson
process,” ASTIN Bulletin, vol. 18, pp. 161-168, 1988.

[5] S.Karlin and H. M. Taylor, A First Course in Stochastic Processes,
Academic Press, New York, NY, USA, 1975.

[6] N. J. Pullman, Matrix Theory and Its Applications, Marcel
Dekker, New York, NY, USA, 1976.

[7] E. S. W. Shiu, “The probability of eventual ruin in compound
binomial model,” ASTIN Bulletin, vol. 19, pp. 179-190, 1989.

[8] Y. Xiao and J. Guo, “The compound binomial risk model with
time-correlated claims,” Insurance, vol. 41, no. 1, pp. 124-133,
2007.

[9] K. C.Yuenand].Y. Guo, “Ruin probabilities for time-correlated
claims in the compound binomial model,” Insurance, vol. 29, no.
1, pp. 47-57, 2001.

[10] J. Tan and X. Yang, “The compound binomial model with ran-
domized decisions on paying dividends,” Insurance, vol. 39, no.
1, pp. 1-18, 2006.

[11] Z.Bao, “A note on the compound binomial model with random-
ized dividend strategy,” Applied Mathematics and Computation,
vol. 194, no. 1, pp. 276-286, 2007.

1

[12] D. Landriault, “Randomized dividends in the compound bino-
mial model with a general premium rate,” Scandinavian Actu-
arial Journal, no. 1, pp. 1-15, 2008.

[13] L. He and X. Yang, “The compound binomial model with ran-
domly paying dividends to shareholders and policyholders,”
Insurance, vol. 46, no. 3, pp. 443-449, 2010.

[14] J. Tan and X. Yang, “The compound binomial model with a con-
stant dividend barrier and periodically paid dividends,” Jour-
nal of Systems Science & Complexity, vol. 25, no. 1, pp. 167-177,
2012.



-

Advances in

Operations Research

/
—
)

Advances in

DeC|S|on SC|ences

Mathematical Problems
in Engineering

Algebra

2

Journal of
Probability and Statistics

The Scientific
\(\(orld Journal

International Journal of

Combinatorics

Journal of

Complex Analysis

International
Journal of
Mathematics and
Mathematical
Sciences

Hindawi

Submit your manuscripts at
http://www.hindawi.com

Journal of

Mathematics

Journal of

DISBJBLL alhematics

International Journal of

Stochastic Analysis

Journal of

Function Spaces

Abstract and
Applied Analysis

Journal of

Applied Mathematics

ol

w2 v (P
/

e

\jtl (1)@" W, E

International Journal of
Differential Equations

ces In

I\/lathémamcal Physics

Discrete Dynamics in
Nature and Society

Journal of

Optimization



