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STRATEGIC RISK MANAGEMEMT

’—PayofFMa’frix—{ Compare Profiles ‘ Risk Indexing Risk Ranker Help [ Save, Load, Delete )

Enter names of risk management alternatives, probability states, their probabilities , and their payoffs

I Management Alternatives I
Probability States  Probabilities | Cash ] Hedge i Contract | ] |
PoorPrices  |[ 01 | 2.43| 2.80)| 2.31)| 0.00]| 0.00)
Weak Prices  |[ 02 [ 2.8 2.55)] 2.89] 0.00| 0.00|
Average Prices || 04 [f] 3.8 2.60]] 2.43]] 0.00]| 0.00]

GoodPrices || 02 I 3.22)] 2.33)] 2.58]| 0.00]| 0.00
HighPrices  |[ 01 | 5.4 3.22|] 3.65|| 0.00]| 0.00

Total Probability 1.00 Probabilities must add to 1
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Is your risk premium large enough to justify risk analysis?

Risk Indexing Results

Probability Somewnhat risk Highly risk
a averse averse
0.1 Rick-Rrcforonce or 4 2 3 4
Certainty Equivalent (CE) 3.46 3.42 3.35 3.29 3.23
0.2
S Risk Premium (RP) 004 008 015 022 027
0.4 38 | [CE Index (% of EV) 99%  98%  96%  94%  92%
RP Index (% of EV) 1% 2% 4% 6% 8%
0.2 . -
01 I3

Compare your CE + RP to the expected value
below based on your own risk aversion level:

Expected Value (EV) 3.507




