
EXAM M QUESTIONS OF THE WEEK
S. Broverman, 2005

Question 11 - Week of October 3

An insurance policy on the loss  has an ordinary deductible of 40. The policy also has the\

following adjustments. If the loss is between 40 and 60, the insurance policy pays the amount
of the loss above 40. If the loss is between 60 and 80, the insurance pays 20 plus 75% of the
loss above 60.  If the loss is above 80, the insurance pays 35.

(a)  If the distribution of  is uniform on the interval   , find the expected cost\ Ð!ß "!!Ñ

per loss .

(b) Express the cost per loss random variable as a combination of  and \ \ • ?

factors for appropriate values of .?

The solution can be found below.



Question 11 Solution
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(b) Amount paid by insurer (cost per loss) is  
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If we subtract , we getÞ#&Ð\  '!Ñ
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If we subtract , we getÞ(&Ð\  )!Ñ
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This is the cost per payment made by the insurance.

This is    Ð\  %!Ñ  Þ#&Ð\  '!Ñ  Þ(&Ð\  )!Ñ  
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