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Abstract

In all large engineering projects, valuation constitutes an important step during the

initial stage as each stakeholder assesses the prospect of his or her investment. The

complexity of valuation increases dramatically in the face of uncertainty especially

when the risks are dynamic and stochastic in nature. The usual classification in finance

theory divides risks into either market or unique. In this research, a new notion of

private risk is introduced. A private risk may either be correlated with the market or be

unique, but in addition it represents a substantial portion of an investor's wealth and is

not tradable due to agency costs or other strategic reasons. The principles of pricing

would differ according to the treatment of these different types of risks. Methods that

are currently in vogue for pricing private risks are first evaluated, followed by a study of

the effect of private risks in real option problems. Through a classic oil and gas

exploration and development example, it is demonstrated that the methods chosen for



 

We Care About Your Privacy

We and our 907 partners store and access personal data,

like browsing data or unique identifiers, on your device.

Selecting "I Accept" enables tracking technologies to

support the purposes shown under "we and our partners

process data to provide," whereas selecting "Reject All" or

withdrawing your consent will disable them. If trackers are

disabled, some content and ads you see may not be as

relevant to you. You can resurface this menu to change your

choices or withdraw consent at any time by clicking the

["privacy preferences"] link on the bottom of the webpage

[or the floating icon on the bottom-left of the webpage, if

applicable]. Your choices will have effect within our Website.

For more details, refer to our Privacy Policy. Here

We and our partners process data to provide:

U i l ti d t A ti l d i

I Accept

Reject All

Show Purpose

https://www.tandfonline.com/
https://www.tandfonline.com/action/showPublications?pubType=journal
https://www.tandfonline.com/subjects/economics-finance-business-industry
https://www.tandfonline.com/rcme20
https://www.tandfonline.com/loi/rcme20
https://www.tandfonline.com/toc/rcme20/24/8
https://www.tandfonline.com/toc/rcme20/24/8
https://www.tandfonline.com/journals/rcme20
https://www.tandfonline.com/author/Mattar%2C+Mahdi+H
https://www.tandfonline.com/author/Cheah%2C+Charles+Y+J
https://doi.org/10.1080/01446190600658818
https://www.tandfonline.com/action/clickThrough?id=5931&url=%2Fr%2Fsubjectsample-efbi&loc=%2Fdoi%2Fabs%2F10.1080%2F01446190600658818&pubId=40352316&placeholderId=1074&productId=3092
https://www.tandfonline.com/doi/full/10.1080/01446190600658818?scroll=top&needAccess=true
https://www.tandfonline.com/doi/figure/10.1080/01446190600658818?scroll=top&needAccess=true
https://www.tandfonline.com/doi/ref/10.1080/01446190600658818?scroll=top
https://www.tandfonline.com/doi/citedby/10.1080/01446190600658818?scroll=top&needAccess=true
https://www.tandfonline.com/doi/metrics/10.1080/01446190600658818?scroll=top
https://www.tandfonline.com/doi/permissions/10.1080/01446190600658818?scroll=top
https://www.tandfonline.com/doi/abs/10.1080/01446190600658818
https://www.tandfonline.com/
https://www.tandfonline.com/action/showCart?FlowID=1
https://www.informa.com/privacy-policy/


Related Research Data

Understanding and Managing Risks in Large Engineering Projects

Source: SSRN Electronic Journal

Using real option and decision analysis to evaluate investments in the architecture,

construction and engineering industry

Source: Construction Management and Economics

Time to build, option value, and investment decisions

Source: Journal of Financial Economics

Investment under Uncertainty

Source: Unknown Repository

Decisions with Multiple Objectives

Source: Unknown Repository

The Pricing of Options and Corporate Liabilities

Source: Unknown Repository

Investment under Uncertainty

Source: Unknown Repository

The valuation of options for alternative stochastic processes

Source: Journal of Financial Economics

Theory of Rational Option Pricing

Source: The Bell Journal of Economics and Management Science

Real option evaluation of complex infrastructure projects: The case of Dabhol Power

Source: Journal of Financial Management of Property and Construction

Risk Propensity and Firm Performance: A Study of the Petroleum Exploration Industry

Source: Management Science

A real options approach to valuing strategic flexibility in uncertain construction

projects

Source: Construction Management and Economics

pricing private risks can lead to decisively different real option values, exercise

strategies and development policies. Effectively, the difference in real option values

can be interpreted as a form of private risk premium.

Keywords:

Decision analysis private risk real option risk valuation

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2139%252Fssrn.289260&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F01446190310001649074&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0304-405x%252887%252990059-6&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252Fj.ctt7sncv&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1017%252Fcbo9781139174084&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1142%252F9789814759588_0001&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1515%252F9781400830176&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0304-405x%252876%252990023-4&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F3003143&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1108%252F13664380580001064&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1287%252Fmnsc.42.7.1004&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F01446190210125572&type=Scholix
https://www.tandfonline.com/keyword/Decision+analysis
https://www.tandfonline.com/keyword/private+risk
https://www.tandfonline.com/keyword/real+option
https://www.tandfonline.com/keyword/risk
https://www.tandfonline.com/keyword/valuation


Real Options Analysis: Where Are the Emperor's Clothes?

Source: Journal of Applied Corporate Finance

The market for corporate control

Source: Journal of Financial Economics

Option pricing: A simplified approach

Source: Journal of Financial Economics

Challenges to the practical implementation of modeling and valuing real options

Source: The Quarterly Review of Economics and Finance

Asymmetric Information and the New Theory of the Firm: Financial Constraints and

Risk Behavior

Source: Unknown Repository

Valuing Flexibility in Infrastructure Expansion

Source: Journal of Infrastructure Systems

Valuing a price cap contract for material procurement as a real option

Source: Construction Management and Economics

Valuation techniques for infrastructure investment decisions

Source: Construction Management and Economics

Petroleum Property Valuation: A Binomial Lattice Implementation of Option Pricing

Theory

Source: The Energy Journal

Option Valuation of Claims on Real Assets: The Case of Offshore Petroleum Leases

Source: The Quarterly Journal of Economics

Decision Analysis: Practice and Promise

Source: Management Science

Valuing Risky Projects: Option Pricing Theory and Decision Analysis

Source: Management Science

Arbitrage, rationality, and equilibrium

Source: Theory and Decision

An option pricing-based model for evaluating the financial viability of privatized

infrastructure projects

Source: Construction Management and Economics

 

Linking provided by  

Related research 

Recommended articles Cited by 

23

 Share

People also read

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1745-6622.2005.00029.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0304-405x%252883%252990004-1&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0304-405x%252879%252990015-1&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fs1062-9769%252899%252980089-1&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.3386%252Fw3359&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1061%252F%2528asce%25291076-0342%25282003%25299%253A3%252889%2529&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F0144619042000201349&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F01446190310001649010&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.5547%252Fissn0195-6574-ej-vol14-no2-1&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F1885541&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1287%252Fmnsc.34.6.679&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1287%252Fmnsc.41.5.795&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1007%252Fbf00132993&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F01446190110110533&type=Scholix
https://scholexplorer.openaire.eu/
https://www.addtoany.com/share


Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

 

 

Keep up to date

Register to receive personalised research and resources

by email

Copyright © 2025 Informa UK Limited Privacy policy Cookies Terms & conditions

Accessibility

Registered in England & Wales No. 01072954 

5 Howick Place | London | SW1P 1WG

https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://www.tandfonline.com/cookies
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

