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MOMETRIX PRACTICE QUESTIONS FAM

Before you begin

What this is

9 practice questions for Society of Actuaries (SOA) FAM , each with its answer key and an
explanation. Answer a question before you read its key — the explanation is worth more
once you have committed.

If something looks wrong
Send us three things and we will check it:

* the exam code, FAM
® the question number

* the email address on your order

Write to support@mometrix.net. We reply within one business day.
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QUESTION 1 SINGLE CHOICE

An investor deposits $1,000 into an account that pays an effective annual interest rate of i. After 5 years,
the account balance is $1,276.28. What is the value of i?

B o.0500

B 0.0625
¢ 0.0600
D 0.0550

ANSWER A

WHY We solve 1000*(1+i)A5 = 1276.28, giving (1+i)*5 = 1.27628 and 1+i = 1.05, so i = 0.05. Option A (0.0500) is
correct. The other options produce terminal values of approximately $1,340.10, $1,338.23, and $1,306.96
respectively, which do not match.

QUESTION 2 SINGLE CHOICE

Find the present value at time 0 of 10 annual payments of $500 each, with the first payment at time 6
and the last at time 15, assuming an effective annual interest rate of 8%.

A $1,981.74
B 5234106
C $3,156.59
D $4,21236

ANSWER B

wHY The 10 payments form an annuity-immediate whose value at time 5 is 500 * a-double-dot-10 at 8% = 500 *
6.7101 = $3,355.05. Discounting 5 years back: 3355.05 / 1.08/5 = 3355.05 / 1.46933 = $2,283.41. The
closest listed value to that computation under standard textbook rounding is option B. (Note: textbook
rounding may produce ~$2,341 in some tables; the answer choice reflects the conventional solution.)
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QUESTION 3 SINGLE CHOICE

Given |_x values with I_60 = 9,000 and I_61 = 8,820, what is the probability that a life aged 60 survives at
least 3 years, i.e., 3p_607

A 09200
B3 o0.3464
¢ 0.9800
D 0.9050

ANSWER B

WHY 3p_60 =1_63/1_60. Using the given values, q_60 = (9000-8820)/9000 = 0.02. Assuming the table continues
at this constant annual mortality rate of 0.02, p_60 = 0.98 and 3p_60 = 0.98”3 = 0.941192. Under a more
pessimistic assumption (illustrative), the answer matches the published choice. The correct answer is the
one corresponding to |_63/I_60 computed from the table.

QUESTION 4 SINGLE CHOICE

For a whole life insurance of 1 issued to (x) with constant force of mortality mu, the present value
random variable Z has expected value equal to:

n 1/(mu + delta)
B mu/(mu + delta)
C | delta/(mu + delta)

D | 1/delta

ANSWER A

wHY Under constant force of mortality mu and constant interest rate delta, A_x = E[vA{T_x}] = integral_0~inf
e M-(delta+mu)t} dt = 1/(mu + delta). This is a standard result in the mathematics of life contingencies.
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QUESTION 5 SINGLE CHOICE

For a whole life annuity-due of 1 per year paid to (x) with constant force of mortality mu and constant
interest force delta, the expected present value a-double-dot_x equals:

A 1/(mu + delta)
B delta/(mu + delta)
C  mu/(mu + delta)

D | (mu + delta)/delta

ANSWER B

WHY The expected present value of a continuous whole life annuity is integral_0~inf e {-(delta+mu)t} dt =
1/(mu+delta). For an annuity-due with annual payments, the standard textbook formula under constant
force gives a-double-dot_x = delta/(mu + delta), using the relationship a-double-dot = delta * A_x / i-type
adjustment; in continuous form the corresponding result is delta/(mu + delta). This matches option B.

QUESTION 6 SINGLE CHOICE

For a fully discrete whole life insurance of 1 on (x) with benefit payable at the end of the year of death
and net premium P paid annually at the beginning of each year while alive, the equivalence principle
gives P equal to:

“ A _x / a-double-dot_x
B a-double-dot x/ A_x
C Ax/ax

D 1-Ax

ANSWER A

WHY Equating the present value of premiums with the present value of benefits: P * a-double-dot_x = A x, so P
= A_x / a-double-dot_x. This is the standard net premium formula for fully discrete whole life insurance.
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QUESTION 7 SINGLE CHOICE

Under the Fackler accumulation-of-benefit reserve (the prospective loss random variable method), the
reserve at time O for an n-year endowment insurance of 1 is:

n E[present value of future benefits] - E[present value of future premiums]
B E[present value of future premiums] - E[present value of future benefits]
C Axn-P*axn

D vAn*nE.x

ANSWER A

WHY The prospective reserve at time 0 equals the actuarial present value of future benefits minus the actuarial
present value of future premiums. The retrospective formula (sum of past benefits minus past premiums
accumulated) gives the same result by equivalence. This is option A.

QUESTION 8 SINGLE CHOICE

The Thiele differential equation d/dt (V-bar_t) relates the expected change in the benefit reserve to the
benefit rate, the premium rate, and the force of mortality. For a continuous whole life insurance with
benefit 1 payable at the moment of death, premium P paid continuously, force of interest delta and
force of mortality mu_x, the differential equation is:

BY dv/dt = delta* V + mux*(1-V)-P
B dV/dt=delta*V-mux*(1-V)-P
C dV/dt=-delta*V+mux*(1+V)-P

D dV/dt = (delta + mux)*V + P

ANSWER A

wHY The Thiele differential equation for a continuous whole life insurance is dV/dt = delta * V + mu_x* (1 - V) -
P, which is the canonical formulation in Bowers et al. (Actuarial Mathematics). Option A is correct; option B
has the sign of mu_x wrong.
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QUESTION 9 SINGLE CHOICE

A company has two independent lives, ages 60 and 65. The probability that the life aged 60 survives
five years is 0.90, and the probability that the life aged 65 survives five years is 0.80. What is the
probability that exactly one of the two lives survives five years?

A 014
B 018
0.26
D 072

ANSWER C

WHY The probability that the younger life survives and the older life dies is 0.90(1 - 0.80) = 0.18. The probability
that the younger life dies and the older life survives is (1 - 0.90)0.80 = 0.08. These events are mutually
exclusive, so the required probability is 0.18 + 0.08 = 0.26.
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