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Next, for each decision, we identify the maximum regret associated with that decision. These regret values are:

Large expansion: $42,000

Small expansion: $35,000

Subcontract: $52,000

Using this criterion, Larry should choose the decision that has the minimum of the maximum regrets, which is the small expansion. See Screenshot F.3 of the 
solutions to the previous problem using Microsoft Excel.

2.	 In Solved Problem F.1, Larry Miller, while evaluating the various decision options, was also able to estimate the probabilities of the nature of the snowfall 
that could occur in the upcoming winter season. His probability estimates were heavy snowfall: 0.5; medium snowfall: 0.3; and light snowfall: 0.2:

a.	 What decision should Larry make now?

b.	 If Larry wants to use the services of a meteorologist to gather additional information about the nature of the snowfall, what is the maximum amount he should pay 
for these services?

Solution:

a.	 Because the probabilities for the states of nature are known, this problem now is one of decision-making under risk. The revised payoff table with the new 
information is shown in Table F.15.

TABLE F.15: Revised Payoff Matrix for Miller Snow Blowers With Probability Estimates

Decision Alternative

State of Nature

Heavy Snowfall (0.5) Medium Snowfall (0.3) Light Snowfall (0.2)

Large expansion

Small expansion

Subcontract

$60,000

$25,000

  $8,000

$20,000

$15,000

  $6,000

($40,000)

($5,000)

  $2,000

SCREENSHOT F.3: Excel Solution to the Miller Snow Blowers Problem of Decisions Under Uncertainty


