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Situation E (R) | ALPM | E (V)
A (30 red, 60 yellow and black) 3333 | 1958 | 26.87
B1 (30 red, 60 yellow and 0 black) 000 | 4243 | -14.00
B2 (30 red, 45 yellow and 15 black) 16.67 | 33.04 | 5.76
B3 (30 red, 30 yellow and 30 black) 3333 | 1958 | 26.87
B4 (30 red, 15 yellow and 45 black) 50.00 | 1958 | 50.00
B5 (30 red, 0 yellow and 60 black) 66.67 | 0.00 66.67
Average of B

41.67 | 18.05 | 27.06
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Situation E(R) | ALPM | E(U)

A(30 red, 60 yellow and black) 3333 | 913 30.32
B1(30 red, 60 yellow and 0 black) 000 | 3674 |-12.12
B2(30 red, 45 yellow and 15 black) 1667 | 26.77 | 7.83

B3(30 red, 30 yellow and 30 black) | 33 33 | g 13 3032
B4(30 red, 15 yellow and 45 black) | £4 95 | g 13 50.00
B5(30 red, 0 yellow and 60 black) | ¢c o7 |  og 66.67

Average of B 41.67 | 11.26 | 28.54
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Situation E(R) | ALPM | E(U)
C1(30 red, 0 yellow and 60 red) 3333 | 67.33 | 11.11
C2(30 red, 15 yellow and 45 red) 50.00 | 5657 | 31.33
C3(30 red, 30 yellow and 30 red) 66.67 | 43.20 | 52.41
C4(30 red, 45 yellow and 15 red) 8333 | 4320 | 75.71
C5(30 red, 60 yellow and 0 red) 98.89 | 0.00 08.89
Average of C 7472 | 35.74 | 53.89
D(30 red, 60 yellow and red) 66.67 | 4320 | 52.41
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8. Maximum Expected loss

9. Expected Value of Loss

10. Expected Absolute Deviation

11. Semi Variance

12. Downside Risk

13. Upside Risk

14. Lower Partial Moment

15. Disappointment Aversion Preferences
16. Prospect Theory

17. Expected Utility Theory

18. St.Petersburg

19. Upside Potential

20. Adjusted Lower Partial Momentum
21. Probability Theory

22. Decision Theory

23. knightian Uncertainty
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In order to use an Islamic financial instrument, this paper intends to measure
and evaluate negative and positive deviations from target rate of return in
investment opportunity evaluation,that leads to presenting an upside potential-
adjusted risk measure. This risk measure named Upside Potential Adjusted
Risk Measure (ALPM) is generally applicable and provides assumptions of
Variance, Downside Risk, LPM and UPM leading to the same results. It
adjusts the downside risk of an investment opportunity by using the
investors’s personal viewpoints and incorporates the probability and the size
of upside potential in risk measurement. ALPM, which is applicable in
individual security risk measurement and portfolio optimization, calculates
risk by downside risk and upside potential.

ALPM can solve important paradoxes of decision making, namely the
Allais, the Ellsberg and the St. Petersburg Paradox, and is applicable in
portfolio optimization in order to maximize the expected rate of return and
minimize the upside potential adjusted risk.

Keywords: Risk Measure, Upside Potential, Downside Risk, Lower Partial
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