
















































Conclusion
Real Option Value
• Real Options are valuable for government agencies, where 

• Large capital investment portfolios have multiple interdependencies, 
• Government-constrained capital budgets require tough choices 

between competing capital investments. 
• Real options provide a process for quantifying the upside risk and 

enabling value of program acquisitions and capital investments.  
• Incorporating real options with traditional NPV valuation 

techniques helps decision-makers make better informed decisions.

Business Case Approach
• Drawing visual diagrams to illuminate program and portfolio 

interrelationships and value drivers through influence diagrams and 
decision trees will help managers make better informed decisions.

• Consider multiple investment sequences and contingencies to 
optimize portfolio value.

25

Presented at the ICEAA 2017 Professional Development & Training Workshop - www.iceaaonline.com/portland2017


	Slide Number 1
	Agenda
	Introduction
	Real Options in Investment Decisions
	Capital Investment Value
	Finance Value in Business Cases
	Drawbacks for Using NPV Only
	Need New Way to Measure Value
	What Are Real Options?
	Real Options – Option to Expand Example
	Four Options to Realize Real Option Value
	Using Real Options in Portfolios
	When to Use Real Option Valuation
	When to Use Real Option Valuation
	Strategic Diagrams
	Influence Diagrams – Energy Example
	Influence Diagrams
	Binomial Decision Trees
	Real Option Value Using Estimated Probabilities and Decision Trees
	Real Options – SSM Example
	Applying Real Options
	Applying Real Options
	Quantifying Real Options
	Real Options in Practice
	Conclusion



