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Risk Management Using Probability Forecast of Temperature
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Abstract

Remarkable progress of study on risk management using weather information has been made in
recent days in United States and some other countries. In Japan, Tatehira (1999) showed the way
to advanced use of weather information referring to western studies. In turn, requisites for the
weather information will become to be clear. The purpose of this paper is a prescriptive modeling
of risk management using the probabilistic forecast of temperature.

This study will illustrate the peak load control of electric power co-operation as an example. In
this case, risk arises accompanied to the uncertainty of temperature forecast. Risk is quantified based
on cost/loss model. It is assumed that decision making controls the size of reserved facilities for
power generation. Decision making is assumed to be done using the probabilistic forecast of
temperature. The part of cost/loss related to the uncertainty of temperature forecast is called
marginal loss which is used as an index measuring the performance of decision making.

This case study will show the possibility of saving about 25% of marginal loss.
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