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Using his new business textbook, Michael decided to construct a decision tree to evaluate the strategic
options for his business.

3 (a) Complete the decision tree below to calculate the expected values of each of the three
options identified by Michael. [9]

0.8 — £40000

0.2 — (£10000)

Option 1
(£20000)

/ 0.5 — £48000

Option 2
(£30000)

0.5 — (£20000)

Option 3
(£14000)
0.6 — £20000

0.4 — (£10000)

Show your working:

(b) Identify the best option as recommended by the decision tree.
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(c) Assess the extent to which a decision tree is useful in strategic decision-making at The Red
Lion Inn.

[Total: 20]
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