MS 251: Statistical Analysis for Business Decisions

Spring 2000

Quiz 7

1. Define the following terms:

A) Type I Error

B) Type II Error

2. A restaurant chain is considering locating a store in a certain town.  The restaurant knows from past experience that it will be profitable only if the average income of the town is in excess of $35,000.  A random sample of 169 families reveals a sample mean of $37,500.  Assuming that the population standard deviation is $13,000, answer the following questions:

A) Perform a hypothesis test to determine if the chain should locate in the town.  Assume a significance level of 5 percent.  Be sure to include and clearly label the following: Ho, HA, the test statistic, the rejection region and your conclusion.

B) Report the P-value of the test performed for question A.

C) What is the probability of making a Type I error?

