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SUNK COST AND ECONOMIC VALUATION OF FLOOD MITIGATION :
REAL OPTION APPROACH
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NESE T HEAEERE K¥ERTEAER I ARTERK(T 606-8501 FERHARK & HAHE)
2F4E I BEK¥EHTE T¥RESERI AT LAL¥ER (T 680-0945 BEA#HILATRE 4T H 101)
SFAESE HEKFERFRTEFER LATHEEK (T 606-8501 M AKX & HAHET)

The calculation of expected-losses-reduction, adopted in practices of cost-benefit analysis of flood miti-
gation investment, is fundamentally based upon now-or-never principle, and fails to assess the flexibility of
decision making in future. The real option approach has great advantage in assessing the economic values
of option availability that the flood mitigation project creates. The paper presents a real option model
to determine the optimal multi-staged timing for flood mitigation investment, and develops an extended
framework of economic valuation of flood mitigation project. The methods presented in the paper can
evaluate the value of the possibility of facility extension and the value of information by selecting the

optimal implementation timing.
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o 72 dVi
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{1 — exp(—pdt)}V; dVi
dt dK

+0—2K2 d*Vi(K) O(t)]
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2 dK? dt
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d
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dz —

F7= limg_o exp(—pdt) = 1 DUV, (K)+D;(K) > 0.
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