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Project Evaluation of Kumamoto—Dentetsu Railway LRT Project by Real Option Approach *

By Shoshi MIZOKAMI** « Toshio FUJIMI*** - Toshihiko HIRANO****
Cost benefit analysis is very important in project evaluation. However, conventional methods cannot build the
flexibility in the future into the evaluation. The background of this study is a proposal of a new project
evaluation technique intended for the innovation of the LRT system of the local railway. In this study, the
project is evaluated by real option approach applying finance option theory to consider the risk. In the results,
real option approach is proved very effective evaluation method because the project value rises more than usual
evaluation value in considering the option.
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