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assess the external risk of
investing through easy-to-
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determine risk probabilities by
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FOR IMPROVED INVESTMENT DECISION

TECHNIQUE

Conventional NPV technique
assume cash flow uncertainty
is growing over the life of the
project. This will penalize

the long-lived project like oil
and gas projects

Modern NPV approach can
differentiate between
projects based on unique
project risk characteristics.

Real Options arise from the
ability to delay and revise
investment and operating
decisions over time as
uncertainty is resolved

MODELING

Deterministic

Static model
Scenario model
Sensitivity model

Probabilistic
Monte Carlo Simulation
Forward Pricing Model
Dynamic DCF vs RO

Optionality
Decision Tree
Financial Options Analogy
Binomial lattice
Least Squares MC
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