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A Study on Real Option Valuation for Technology
Investment Using the Monte Carlo Simulation
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Abstract

Real option valvation considers the managerial flexibility to make ongoing decisions
regarding implementation of investment projects and deployment of real assets. The appeal of
the framework is natural given the high degree of uncertainty that firms face in their
technology investment decisions. This paper suggests an algorithm for estimating volatility of
logarithmic cash flow returns of real asset based on Monte Carlo simulation. This research
uses a binomial model to obtain point estimate of real option value with embedded expansion
option case and provides also an array of numerical results to show the interval estimation

of option value using Monte Carlo simulation.
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W7 E YA S EF £ /A 5 F/HA FoA uE AR Futd) 97
w&oll, F7H4 7kxE vlamste & gtg JoHNE AAEA Gk v AR )220
A7 O d&Hor Asye Aol olm FFIALS JARE W AHH
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