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Dynamic Valuation of the G7-HSR350X Using Real Option Model

Sung-min Kim - Yong-Jang Kwon

In traditional financial theory, the discount cash flow model(DCF or NPV) operates as the basic framework for

most analyses. In doing valuation analysis, the conventional view is that the net present value(NPV) of a project is

the measure of the present value of expected net cash flows. Thus, investing in a positive(negative) NPV project will

increase(decrease) firm value. Recently, this framework has come under some fire for failing to consider the options

of the managerial flexibilities. Real option valuation(ROV) considers the managerial flexibility to make ongoing

decisions regarding the implementation of investment projects and the 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 assets based on

the Black-Sholes option pricing model, the binomial option pricing model, and the Monte Carlo simulation. This paper

uses those models to obtain point estimates of real option value with the G7- HSR350X(high-speed train).
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