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Fig. 1 Asymmetry of option’s value
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Fig. 2 Project value and uncertainties
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Table 1 Comparisons of financial options and real options
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Real Options Approach and Its Applications in Power Systems
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Abstract: The power industry in many countries around the globe is now on the way of deregulation and restructuring so as to
introduce competition and build a competitive market for power supply, and this will introduce more uncertainties in investment
decision-making. The traditional net present value (NPV) method has been most widely used for evaluating investment
opportunities in many areas. However, the NPV method cannot take the managerial flexibility of investment decision-making
into account. Recently, the real options approach (ROA) has attracted quite a lot of attention as a powerful approach for
addressing this problem, and it has already been applied in power system investment decision-making. The fundamental concept
of ROA is described first. Then, currently available real options pricing methods are briefly surveyed. Finally, the applications
of ROA in power systems are reviewed, and some interesting topics which require further research efforts are clarified.
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