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(Abstract)

The purpose of this paper is to discuss my study on developing real option application models. In the
real world, real options are used as analytical tools for decision-making on investment in huge
uncertain projects. Yet in my study, I have been trying to develop real option application models not
just as analytical tools but also as strategic products like financial options. Most real option
application models that have been developed are based on geometric Brownian motion such as the
Black-Sholes model, which cannot be applicable to underlying assets or projects under incomplete
situations. Real options, however, can be strategically used in any field with uncertain value changes.
So T suggest real option transactions for non-marketable assets and projects under incomplete
situations. I also develop a real option evaluation model that is based on the Bayesian estimation in
order to realize the transactions. Finally I discuss the effectiveness and applicability of the model and
real option transactions.

Keywords: Black-Scholes model, incomplete/imperfect information, incomplete market, Bayesian
estimation, Radon-Nikodym theorem, and applicability.
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Fig.1. Images of Pricing Process
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Fig.2. An Image of Real Option
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