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ABSTRACT : Under traditional analysis of the capital budgeting, NPV, it is assumed that management cannot
react to deviation from the expected scenario of cash flow at the time of evaluation. In practice, however, it is
less likely that the expected scenario will come true when new information arrives and uncertainty is
resolved. Uncertainty and risk can be influenced through 'managerial flexibility’, which becomes a central
instrument for value creation. Real option framework including option to defer, option for staged investment,
option to alter, option to abandon, option to switch, etc. takes this managerial flexibility into account.
Therefore, it is more appropriate to use real option method to evaluate the project than the traditional
DCF(discounted cash flow) tool if the firm has high volatility of the expected returns.
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Table 5 Sensitivity analysis

—40 4.56 —-40 75.79 —-40 48.48
—-30 13.55 —-30 69.05 -30 48.59
-20 24 81 -20 62.41 -20 48.81
-10 37.02 -10 55.92 -10 4917

0 49.66 0 49.66 0 49.66

+10 62.57 +10 43.65 +10 50.25

+20 75.70 +20 37.96 +20 50.96

+30 88.85 +30 32.59 +30 51.79

+40 102.10 +40 27.57 +40 52.70
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