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Question 9 - Week of September 19

A portfolio of insurance policies is made up of two classes of equal size.
For a policy in Class A, the size of the annual loss has a continuous uniform distribution on the
interval  . For a policy in Class B, the size of the annual loss has a continuous uniformÐ!ß "!!Ñ
distribution on the interval . A policy is chosen at random from the portfolio.Ð!ß #!!Ñ

(a) Suppose the annual loss is 50.
 (i) Find the probability that the policy is in Class A.
 (ii) Find the expected value of the next annual loss from the same policy.
 (iii) Find the probability that the next annual loss from the same policy will be less than 100.

(b)  Suppose that the annual loss is greater than 50. Find the pdf for the distribution of the
next annual loss from the same policy. Verify that it is a properly defined pdf.

The solution can be found below.



Question 9 Solution
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