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Real option characters of petroleum exploration and devel opment projects
ZHANG Yong feng"?, YANG Shu feng', JIA Cheng zao’, CHEN Han lin', HU Su yun®, LI Xiao di’
(1. Department of Earth Sciences Zhejiang University, Zhejiang 310027, China; 2. Research Institute of
Petroleum Exp loration &. Development. PetroChina, Beijing 100083, China)

Abstract: The theory of real option derived from the financial world could better take into account the financial value of
adaptability and strategy of the petroleum exploration and development projects. The commercial strategy sequence of oil
companies managing the petroleum exploration and development projects is a kind of option activity. The characters of real
options of the petroleum exploration and development projects are analyzed and the reason and mechanism of applying the
real options method in the economic evaluation of the projects are discussed in this paper. Also discussed are the
connotations of abandonment option and shutdown option. Example analysis is provided to demonstrate the evaluation
efficiency. In the economic evaluation of the petroleum exploration and development projects with high risks and many
uncertainties, the real option method allows to evaluate the project in each separate stage. The investors may choose to
continue or stop the project according to the progress conditions, while the conventional cash flow method does not allow to
stop the project during the process, which may misdirect the investment. The real option method may help to enhance the

economic value and accuracy of decision making of the petroleum exploration and development projects.
Key words; petroleum exploration and development project; economic evaluation; real option method; cash flow method;

strategic investment decision
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