Answer Any Five (5} Questions
Time: One (1.00) hour and 30 minutes (Suggested)
Total marks 50

C: Essay Questions

A company employing 10,000 workers offers deluxe medical coverage (D), standard medical
coverage (S) and economy medical coverage (E) to its employees. Of the employees, 30% have D,

60% have S and 10% have E. From past experience, the probability that an employee with D, will -~
submit no claims during next year is 0.1. The corresponding probabilities for employees withSand £

are 0.4 and 0.7 respectively. If an employee is selected at random;

a) What is the probability that the selected employee has standard coverage and will submit no
claim during next year? ’ :

b) What is the probability that the selected employee will submit no claim during next year?

c) If the selected employee submits no claims during the next year, what is the probability that the
employee has standard medical coverage (S)?

2. A company utilizes different types of raw materials for the manufacture of its products. The number

of units of each raw material used and the cost for two years are shown below:

Item 2003 2007
: Quantity Price per Unit | Quantity | Price per Unit
A 450 120 550 130

B 800 S0 700 160

C 900 60 1000 68

D 750 67 800 80

a base year. Comment on it.

b) Explain why LASPEYRE'S price mdex numbers are usually greater than their PAASHE'S
equivalents.

¢) Explain the main disadvantage in using expenditure index.
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a) Calculate the LASPEYRE'S price index and PAASHE'S price index for the year 2007, using 2003 as




3, Afinancial énalyst is interested in computing the turnover rates, in percent, for shares of oil- related
stocks versus other stocks, such as GE and IBM. She selected 32 oil-related stocks and 49 other
stocks. The mean turnover rate of oil-related stocks is 31.4 percent and the standard deviation 5.1
percent. For the other stocks, the mean rate was computed to be 34.9 percent and the standard
deviation 6.7 percent. The financial analyst is interested in testing whether there is significant
diffefence in the turnover rates of the two types of stock.

a) Is this a one-tailed or a two-tailed test? _ ‘ (
b) Using the 0.01 level of significance, what is the decision rule? :
c) Determine the value of the test statistic, and arrive at a decision regarding Hg,

Explain the meaning of your decision, Y

ﬁg}; 4, a). Aninvestigatoris contemplating to invest either in bonds that will pay 9 percent interest or in
stock. The stock prices may go Up by 20 % or.decrease by 10%, remain unchanged. The probabilities
of these three occurrences weére found by investor as 03,02 and 0.5 respec‘mvely If the investor
“has initial capital of Rs. 1000, what should he do? =~ : . 1

b}, A simple random sample of 16 radio stations is selected in order to estimate the average ,
charge for the same fixed-Length spot announcement. The sample mean and standard deviation are "o
Rs. 15.50 and Rs.8 respectively. Assume that the charges made by all radio stations, of the type of T
stations sampled are approximately normally distributed: Construct the 95% C.1. for the population  ,,
mean and comment on it. ' -

5. Atelevision manufacturing company has been selling 1000 televisions a week at Rs. 45000 each. A

market survey indicates that for each 1000 rebate offered to buyer, the number of televisions sold
g’@‘% will increase by 100 per week.

a) Derive a relationship between price of television (p) and number of televisions (x) sold in a week
to the buyer. Express p as a function of x.

b} Write reveniue function in terms of x:

¢) If its weekly cost function is Cix) =6800000+15000x, how should the manufacture set the price of
television in order to maximize its proﬂt?

d) What is that maximum profit for month that company can get under current situation?

e) What is the amount of money saved by buyer in purchasing televisions at price obtained by part

(c)?
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6. Acompany is considering either to buy a computer for Rs. 90000 or hire it for 5 years at Rs. 3000

per mont

h. Assume that money is worth 12% compounded monthly and the lifetime of computer is

five years. But after five years the computer can be sold for Rs. 20000 to a computer repairing shop.

- a) Find present value (principal value) of Rs. 20000 which is to be received af the-end of five
‘ yéars.
E .
' b) Using part a) find the present value of actual cost of buying computer,
L c) Find the present value of leasing computer.

, d)
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Comparing part b) and c)decide, should the company buy or hire the computer.

Suppose the company maintenance contract for the computer is Rs. 1000 per month, what
is the present value of the maintenance contract?

(Marks 5 x 10 = 50 marks)
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