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Abstract

This paper describes a Real Options evaluation of a real-world farmout opportunity in case history
format. The Real Options evaluation utilizes exotic options (standard barrier option and cash-or-nothing
binary options) borrowed from the financial community and adapted for use in Oil and Gas economic
valuations. A Delineate/FO option is constructed to address the question of whether a marginal
discovery should be farmed out immediately or be delineated and then farmed out if hurdle reserves
are not achieved

The result of the evaluation is that the marginal discovery should be delineated. The option value
associated with the upside reserves potential and the ability to farmout the project should the upside
not be realized more than offsets the cost of the option (cost of the delineation program). Hence,
delineating and maintaining the option to farmout later enhances total project value. The real options
approach to valuing the project is also contrasted with a conventional DCF valuation that gives little
insight on the farmout question.

Keywords: project valuation, project economics, operator, farmout valuation,
rutherford spe 71409, ro valuation, exotic option, correspond, payoff, hurdle
reserve

Subjects: Asset and Portfolio Management, Project economics/valuation

Copyright 2001, Society of Petroleum Engineers

You can access this article if you purchase or spend a download.

Skip to Main Content


https://doi.org/10.2118/71409-MS
https://marketplace.copyright.com/rs-ui-web/mp/search/all/978-1-55563-154-3
https://onepetro.org/SPEATCE/search-results?qb={%22Keywords1%22:%22project+valuation%22}
https://onepetro.org/SPEATCE/search-results?qb={%22Keywords1%22:%22project+economics%22}
https://onepetro.org/SPEATCE/search-results?qb={%22Keywords1%22:%22operator%22}
https://onepetro.org/SPEATCE/search-results?qb={%22Keywords1%22:%22farmout+valuation%22}
https://onepetro.org/SPEATCE/search-results?qb={%22Keywords1%22:%22rutherford+spe+71409%22}
https://onepetro.org/SPEATCE/search-results?qb={%22Keywords1%22:%22ro+valuation%22}
https://onepetro.org/SPEATCE/search-results?qb={%22Keywords1%22:%22exotic+option%22}
https://onepetro.org/SPEATCE/search-results?qb={%22Keywords1%22:%22correspond%22}
https://onepetro.org/SPEATCE/search-results?qb={%22Keywords1%22:%22payoff%22}
https://onepetro.org/SPEATCE/search-results?qb={%22Keywords1%22:%22hurdle+reserve%22}
https://onepetro.org/SPEATCE/search-results?f_FacetCategoryIDs_1=65
https://onepetro.org/SPEATCE/search-results?f_FacetCategoryIDs_1=356
javascript:;
javascript:;
javascript:;

Sign in

Don't already have an account? Register

Personal Account
Email Address

Password

SIGN IN

Reset password
Register

Sign in via OpenAthens

Pay-Per-View Access $28.00

© BUY THIS ARTICLE

Annual Article Package - 25
$225

© BUY DOWNLOADS

Annual Article Package - 50
$400

© BUY DOWNLOADS

Skip to Main Content View Your Downloads


https://onepetro.org/my-account/register?siteId=1000273&returnUrl=https%3a%2f%2fonepetro.org%2fSPEATCE%2fproceedings-abstract%2f01ATCE%2f01ATCE%2fSPE-71409-MS%2f133882
https://onepetro.org/my-account/reset-password
https://onepetro.org/my-account/register?siteId=1000273&returnUrl=https%3a%2f%2fonepetro.org%2fSPEATCE%2fproceedings-abstract%2f01ATCE%2f01ATCE%2fSPE-71409-MS%2f133882
https://onepetro.org/institutional-login?openathens=true&returnUrl=https%3a%2f%2fonepetro.org%2fSPEATCE%2fproceedings-abstract%2f01ATCE%2f01ATCE%2fSPE-71409-MS%2f133882
https://onepetro.org/store/add/133882/3
https://onepetro.org/store/addToken?ProductID=22
https://onepetro.org/store/addToken?ProductID=23
https://onepetro.org/my-account/download-packs

SPE members can access this article
for $9.50 USD. Learn how to connect
your SPE membetrship.

2 > View Metrics

&) Email Alerts

Proceedings Paper Activity Alert Alert

Latest Conference Proceeding Alert

Suggested Reading

Real Options and Probabilistic Economics: Bridging
the Gap

01ATCE

Deep Water Real Options Valuation: Waiting for
Technology

02ATCE

Project Valuation: Progressing from Certainty

through Passive Uncertainty to Active Project
Management

02ATCE

Analyzing the Sensitivity of Production Sharing
Contract Terms Using Simulation

O03HEES

Three Strategic Improvements in Petroleum
Investment Analysis

84SPE

SREtdmairatdecdmical Conference
and Exhibition


https://onepetro.org/SPEATCE
https://onepetro.org/pages/spemember
https://www.altmetric.com/details.php?domain=onepetro.org&doi=10.2118%2F71409-ms
javascript:;
javascript:;
javascript:;
https://onepetro.org/SPEATCE/proceedings/01ATCE/01ATCE/SPE-71408-MS/133874
https://onepetro.org/SPEATCE/proceedings/02ATCE/02ATCE/SPE-77584-MS/135985
https://onepetro.org/SPEATCE/proceedings/02ATCE/02ATCE/SPE-77585-MS/136004
https://onepetro.org/SPEHEES/proceedings/03HEES/03HEES/SPE-82016-MS/137264
https://onepetro.org/SPEATCE/proceedings/84SPE/84SPE/SPE-13106-MS/66275
https://badge.dimensions.ai/details/doi/10.2118/71409-MS?domain=https://onepetro.org

Explore

Journals
Conferences
eBooks

Publishers

Connect
About Us

Contact Us
Content Alerts

SPE Member Pricing

Resources
Terms of Use

Privacy
Help
KBART

Engage

Subscribe

Advertise

<22 OnePetro.



https://onepetro.org/journals
https://onepetro.org/conferences
https://onepetro.org/books
https://onepetro.org/pages/partners
https://onepetro.org/pages/about-us
https://onepetro.org/pages/contact-us
https://onepetro.org/my-account/alerts
https://onepetro.org/pages/spemember
https://onepetro.org/pages/terms
https://www.spe.org/en/about/privacypolicy
https://onepetro.org/pages/help
https://onepetro.org/pages/kbart
https://onepetro.org/pages/subscribe
https://www.spe.org/en/sales/
https://onepetro.org/
https://www.facebook.com/spemembers
https://twitter.com/SPEtweets
https://www.linkedin.com/company/23356/
https://www.youtube.com/2012SPE
https://instagram.com/spengineers/

