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Optimal pricing for heterogeneous portfolio
SONG Li-xin"', ZHU Qiang’

( 1. School of Mathematical Sciences, Dalian University of Technology, Dalian 116024, China;
2.Nanchang Military Academy, Nanchang 330103, China )
Abstract: In view of a portfolio containing heterogeneous risks, when setting premium, the
insurance company should consider their own risks. On the other hand, the premium that the insured
pays has to be fair. This fairness is measured by the distance between the risk and the premium paid.
A non-linear optimizing method is applied to prove the existence of optimal premium to make the
negative part of the distance function minimized for a given risk level. And the approximation of the
optimal solution is obtained by dichotomy and computer programming. Finally, some numerical

examples are given to prove the correctness of the results.

Key words: heterogeneous portfolio; distance function; non-linear programming formulation



