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Valuation model of geothermal energy development project
based on real option theory
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Abstract: The project of geothermal energy development and utilization has the characteristics of large investment,
long cycle and high risk. As a reason that many uncertainties exist in the process of investment, the traditional Net
Present Value method often underestimates even misjudges the real value of their investment. The Real Option Method
applied financial options theory provides a quantitative value of dynamic management. It not only can more fully reflect
the total value of the project, but make up for the deficiency of the net present value method. Based on geothermal
development project as an example, the paper analyzed options features according to characteristics of geothermal
development project and combined with the traditional NPV pricing model and B-S option pricing model. Then it
deduces pricing theoretical model of geothermal development project delays theoretical option and discussed its

application constraints conditions that need attention.
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