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i. A decision tree

ii. A recommendation regarding whether Allied should accept Johns initial offer to settle the claim for $750,000 

By calculating the tree values: 
0.5 × 0.2(probability of rejection of claim by jury) × $0 = $0
0.5 × 0.5(probability of award of claim by jury) × $750,000= $187,000
0.5 × 0.3(probability of strong award of by jury) × $1,500,000= $225,000
The Allied Insurance should not accept the initial offer to settle the claim for $750,000 since after taking the claim to trial. The support on this choice is made after the calculation of the decision benefits where the option with the lowest cost is chosen to denote the value of the decision node. Taking the claim to trial will cost Allied insurance less amount compared to counter offer of $750,000.

iii. A decision strategy that All should follow if they decide to make John a counter offer of $400,000 
Secondly, a bargaining model should be followed which is applied in a situation where two or more parties may have a conflict of interest while engaging in decision. The individuals should employ the negotiation principles. Consequences of each alternative made are fully examined as well as modification of the initial decision based on the initial feedback. 

iv. A risk profile for the recommendation strategy 
	Risk profile 
	Outcome 
	Probability 

	
	High probability of loss occurring by lawsuit rejection
	0.2

	
	award
	0.5




counter offer of
$400,000


John reject the counter offer
prob 0.4


Allied accept Jonhs counter offer 


John accept the counter offer
prob 0.1


Jjohn make a counter offer of $600,000
prob 0.5


Jury reject Johns claim
prob 0.2 at Zero payment 


Allied go to trial 


award John $1,500,000
prob 0.3 


award John $750,000
prob 0.5 




























