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Portfolios of Real Options

Valuing portfolios of options embedded in investment decisions is arguably one of the
most important and challenging problems in real options and corporate ?nance in
general. Although the problem is common and vitally important in the value creation
process of almost any corporation, it has not yet been satisfactorily addressed. It is key
for any corporation facing strategic resource allocation decisions, be it a pharmaceutical
?rm valuing and managing its pipeline of drugs, a telecom company having to select a set
of technological alternatives, a venture capital or private equity ?rm investing in a
portfolio of ventures, or any company allocating resources. Portfolios of real options
typically interact such that the value of the whole differs from the sum of the separate
parts. Thus one must address and value the particular con?guration of options
embedded in a speci?c situation, taking into account the con?guration of other options
already present in the portfolio, which in turn depends on the correlation struc ture
among the various underlying assets and the strategic dependencies among the options
themselves (e. g., mutual exclusivity, strategic additiv ity, compoundness,
complementarity etc. ). In that sense, optimal decisions also depend on past option
exercise decisions by management and organi zational capabilities put in place in the
past.

OR Society Award 2008! For his excellent monograph, Rainer Brosch won the German
OR Society Award 2008 for outstanding theses in the field of Operations Research in
September 2008. "Valuing portfolios of options embedded in investment decisions is one
of the most important and challenging problems in real options and corporate finance in
general. It is important for any corporation facing strategic resource allocation decisions,
be it in pharma managing the pipeline of drugs, in telecom selecting a set of
technological alternatives, or in venture capital or private equity investing in a portfolio of
ventures. This work tackles real options decision making from a portfolio perspective
head on within an overall budget constraint context in which interdependencies among
optional decisions at each point in time and dynamically over time are explicitly
considered. The proposed framework makes an important theoretical contribution in
addressing this problem, while at the same time it can be of significant value to practicing
managers in facing this admittedly complex and difficult task of evaluating, managing and
optimally exercising interdependent corporate real options." Lenos Trigeorgis, Bank of
Cyprus Chair Professor of Finance at the University of Cyprus and President of the
Research and Consulting Firm Real Options Group in Nicosia, Cyprus.
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