


1. Sensitivity analysis may be carried out at an individual policy level and at a portfolio level. ∙ At an
individual policy level, sensitivity analysis allows the company to understand the impact of
mis-estimating parameter values in the model. ∙ It can help show what the reductions would be in
profits emerging, return on capital or other metrics targeted. ∙ This may help assess what margins
may be included in the parameter values for the risk that are not borne out in reality. ∙ At a portfolio
level, sensitivity analysis can be used to assess the impact of shifts in mix of business. ∙ Some parts of
the portfolio may be more profitable than others and this analysis will highlight the possible impact
on overall profitability of the product. ∙ Sensitivity analysis on the volume of business can also be
used to assess the overall profits emerging. ∙ This may be useful to validate the viability of any
development expenditure associated that may be associated with the pricing exercise. ∙ This can also
help the company to understand the possible risk to its capital position if volumes are more than
expected.
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(ii) Profit margin could be higher or lower depending on the definition of the surrender benefit. If a
sizeable surrender penalty is imposed such that the unit fund mostly covers the surrender benefit,
profit margins could improve.

(iii) To cover high initial expenses.
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