Question 1

You are the actuary for an insurance company and have been asked to find the fair rate for an insurance product. You have been told that the outcomes in question are expected to average six units, that the distribution is normal and that the standard deviation equals two units. The policy pays out whenever the outcome does not reach 5 units or more. When this event occurs, the policy pays $1.00 for each unit below 5.

Use the tools/data analysis command to generate 5000 observations from a normal distribution with a mean of 6 and a standard deviation of 2. Write an if then statement as follows  =IF(A1<5,(5-A1),0), and copy all 5000 observations. 

Note that the procedure to for valuing a put option in these circumstances would be identical

Question 2
Make histograms of both the hedged and un-hedged situations.

Question 3
Create Value at Risk Curves for both the hedged and un-hedged situations.
