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Week of February 11/08

W has a compound distribution.

The frequency is Poisson with a mean of 1.R

The severity random variable  has a distribution for which    has a Poisson distribution\ \  "

with mean 1.

Frequency and severity are independent, and severity amounts are independent of one another.

T œ TÐW  %Ñ  exactly
and
U œ TÐW  %Ñ W  using the normal approximation to  (with continuity correction).

Find     .UÎT

The solution can be found below.



Week of February 11/08 - Solution
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The mean and variance of  are both 1, and the mean of  is 2 and the variance of  is 1.R \ \
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Applying the normal approximation (with continuity correction) to   results inTÐW  %Ñ
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