SUGGESTED SOLUTIONS TO DHW TEXTBOOK EXERCISES

Exercise 6.20

(a) Let P be the required annual premium. By the equivalence principle, we have
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and
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giving us
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(b) Based on the equivalence principle, E[Ly] = 0 and since, in this case, we have
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The answer is off a bit from the textbook answer.

(c) For 10,000 identical, independent contracts, the 99th percentile of the (aggregate) net
future loss is given by
2000 X /10000 x SD[Lp] = 2.326(100)(14481.31) = 3368353,

based on the Normal approximation with zy 99 denoting the 99th percentile of a standard
Normal. The answer does not match the textbook answer.
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