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ABSTRACT

This is the first paper discussing the real options involved in an ancillary business of an
investment. In this paper, we price the abandonment option embodied in the ancillary business
considering there is a link between the main business revenue and the ancillary business revenue.
Without considering the relationship between the main business and the ancillary business, we
will overestimate the value of the abandonment option of the ancillary business. We use the
Taiwan High Speed Rail BOT project as an example to study the abandonment option value of
the ancillary business. When we assume there is no relationship between main business revenue
and ancillary business revenue, the abandonment options value is estimated at 2.32% of the
initial investment of ancillary business. However, when we consider there is a link between main
business revenue and ancillary business revenue, the abandonment option accounts only 0.11%
of the initial investment. These results show that we can not estimate the abandonment value of
the ancillary business without considering the impact of main business on the ancillary business.
We further find that the abandonment decision on the main business can affect the abandonment
decision of the ancillary business. We model the impact by changing the coefficient of correlation
between main business revenue and the ancillary business revenue.

Key words: real option analysis, ancillary business, BOT project, abandonment option,
Monte Carlo simulation
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