
7. Hybrid uncertainty: uncertain probabilistic profit. The profit from a new project is a
random variable x which is distributed exponentially:

P (x|λ) = 1− e−λx, x ≥ 0 (19)

The estimated value of λ is λ̃, but this estimate is highly uncertain:

U(α, λ̃) =
{
λ : λ > 0, |λ− λ̃| ≤ αλ̃

}
, α ≥ 0 (20)

It is required that profit at least xc occur with probability no less than Pc:

Prob(x ≥ xc|λ) ≥ Pc (21)

Derive an explicit algebraic expression for the robustness to uncertainty in λ.
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