ENSC 201 Assignment 9

Due Friday November 29, 2013
9.1

You are the CEO of a major oil company. You have a budget for exploration over the next five years. Within this budget, you can either fund two test drillings in the Gulf of Placidia, or five test drillings in the Termitian Mountains. Preliminary studies have shown that the probability of a single drilling striking oil in the Gulf is 0.4, while the corresponding probability in the mountains is 0.3. If a test drilling yields a strike, the costs and benefits of extracting oil in each region are given in the following table (Figures in millions of dollars).
	
	Gulf of Placidia
	Termitian Mountains

	Annual Costs
	100
	30

	Value of Annual Production
	250
	100

	Expected Life of Well
	3-5 years
	4-6 years


You can regard the expected life as a uniformly distributed random variable. Your company’s MARR is 25%.
Where should you fund the test drillings?

