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Abstract

The purpose of this thesis is to propose a framework to evaluate a value of CDM
project using real option method. Real option method is often used for evaluating a
value of project with great uncertainty. In this research, we perform a case study of
the methane gas project in Indonesia and evaluate its value. There are two evaluation
approaches to projects based on real option method: continuous and discrete ones.
We adopt the latter approach and create two trees based on the binomial model. In
the model, we consider several elements such as the project’s initial investment and
the present value of underlying asset. The one is referred to as the event tree that
clarifies the scope of possible prices of underlying asset. The other is referred to as the
decision tree which is created based on the event tree. This represents the project’s
present value which includes flexibility held by decision makers. Moreover, we perform
a sensitivity analysis for the model to identify elements that may significantly influence
on the value of the project. The proposed model would properly evaluate a value of

CDM project with great uncertainty.





