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Rearranging the terms, we have:

120 = 220 × P (High Demand)

or

P (High Demand) = 120 / 220 = 0.545

This means that there is no difference between subcontracting or building a new facility if the P (High 
Demand) = 54.5% because both alternatives yield the same payoff. The same type of interpretation 
would apply for the other two intersection points.

For the “Do nothing” and “Build new” options, we have:

40 × P (High Demand) + 30 = 300 × P (High Demand) – 100

Rearranging the terms, we have:

130 = 260 × P (High Demand)

or:

P (High Demand) = 130 / 260 = 0.50

Finally, for the “Do nothing” and “Subcontract” options, we have:

40 × P (High Demand) + 30 = 80 × P (High Demand) + 20

Rearranging the terms, we have:

10 = 40 × P (High Demand)

or:

P (High Demand) = 10 / 40 = 0.25

The probabilities associated with the three intersection points are shown in Figure F.8.
Based on the calculations and the graph in Figure F.8, we can draw the following conclusions:

1.	 If the P (High Demand) > 0.545, choose the “Build new facility” alternative.
2.	 If the P (High Demand) is between 0.25 and 0.545, choose the “subcontract” alternative.
3.	 If the P (High Demand) < 0.25, choose the “Do nothing” alternative.
4.	 If the P (High Demand) is between 0.50 and 0.545, choose the “subcontract” alternative as it 

has a higher payoff than “Do nothing” and “Build new facility” alternatives.

Conducting a sensitivity analysis on the states of nature provides valuable information about the 
range of probabilities over which different alternatives should be chosen.

FIGURE F.8: Graph of Sensitivity Analysis of the Decisions
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