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Question #101 
Key: B 
 
Model Solution: 
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Question #102 
Key: E 
 
Model Solution: 
 
Expected insurance benefits per factory � � �E X 1b g  
          � � � � �0 2 1 01 2 0 4. . . .  

Insurance premium = (1.1) (2 factories) (0.4 per factory) = 0.88. 
 
Let R = retained major repair costs, then 
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Dividend � � � �3 0 88 015 3. . ,R b gb g  if positive  
                � �167. ,R  if positive    
 
E Dividendb g b gb g b gb g b gb g� � � � � �016 167 0 0 48 167 1 0 36 0 0 5888. . . . . .  
 
[The (0.36)(0) term in the last line represents that with probability 0.36, 167. � Rb g  is  
negative so the dividend is 0.] 
 
 


