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r. Johnathan C. Mun is the founder and CEO of Real Options Valuation,

Inc., a consulting, training, and software development firm specializing in
real options, employee stock options, financial valuation, simulation, fore-
casting, and risk analysis, located in northern California. He is the creator
of the Super Lattice Solver software, Risk Simulator software, and Employee
Stock Options Valuation software at the firm. The Super Lattice Solver soft-
ware showcased in this book supersedes the previous Real Options Analysis
Toolkit software that he also developed. He has also authored numerous
other books including Real Options Analysis Course: Business Cases (Wiley
2003), Applied Risk Analysis: Moving Beyond Uncertainty (Wiley 2003),
Valuing Employee Stock Options (Wiley 2004), and Modeling Risk: Monte
Carlo Simulation, Real Options Analysis, Forecasting, and Optimization
(Wiley 2006). His books and software are being used around the world at top
universities (including the Bern Institute in Germany, Chung-Ang University
in South Korea, Georgetown University, ITESM in Mexico, Massachusetts
Institute of Technology, New York University, Stockholm University in Swe-
den, University of the Andes in Chile, University of Chile, University of
Pennsylvania Wharton School, University of York in the United Kingdom,
and Edinburgh University in Scotland, among others).

Dr. Mun is also currently a finance and economics professor and has
taught courses in financial management, investments, real options, econom-
ics, and statistics at the undergraduate and the graduate MBA levels. He is
currently teaching and has taught at universities all over the world, from the
University of Applied Sciences (Switzerland and Germany) and U.S. Naval
Postgraduate School to Golden Gate University (California) and St. Mary’s
College (California), and has chaired many graduate research thesis com-
mittees. He was formerly the vice president of analytics at Decisioneering,
Inc., where he headed up the development of real options and financial an-
alytics software products, analytical consulting, training, and technical sup-
port, and where he was the creator of the Real Options Analysis Toolkit
software, the older predecessor of the Super Lattice Software discussed in
this book. Prior to joining Decisioneering, he was a consulting manager and
financial economist in the Valuation Services and Global Financial Services
practice of KPMG Consulting and a manager with the Economic Consulting
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Services practice at KPMG LLP. He has extensive experience in economet-
ric modeling, financial analysis, real options, economic analysis, and statistics.
During his tenure at Real Options Valuation, Inc., Decisioneering, and at
KPMG Consulting, he had consulted on real options, risk analysis, financial
forecasting, project management, and financial valuation for many multina-
tional firms (current and former clients include 3M, Airbus, Boeing, BP,
Chevron Texaco, Financial Accounting Standards Board, Fujitsu, GE, Mi-
crosoft, Motorola, U.S. Department of Defense, U.S. Navy, Veritas, and
many others). His experience prior to joining KPMG included being depart-
ment head of financial planning and analysis at Viking Inc. of FedEx, per-
forming financial forecasting, economic analysis, and market research. Prior
to that, he had also performed some financial planning and freelance financial
consulting work.

Dr. Mun received his Ph.D. in finance and economics from Lehigh Uni-
versity, where his research and academic interests were in the areas of In-
vestment Finance, Econometric Modeling, Financial Options, Corporate
Finance, and Microeconomic Theory. He also has an M.B.A. in business ad-
ministration, an M.S. in management science, and a B.S. in biology and
physics. He is Certified in Financial Risk Management (FRM), Certified in
Financial Consulting (CFC), and is Certified in Risk Analysis (CRA). He is
a member of the American Mensa, Phi Beta Kappa Honor Society, and
Golden Key Honor Society as well as several other professional organizations,
including the Eastern and Southern Finance Associations, American Economic
Association, and Global Association of Risk Professionals. Finally, he has
written many academic articles published in the Journal of the Advances in
Quantitative Accounting and Finance, the Global Finance Journal, the Inter-
national Financial Review, the Journal of Financial Analysis, the Journal of
Applied Financial Economics, the Journal of International Financial Markets,
Institutions and Money, the Financial Engineering News, and the Journal of
the Society of Petroleum Engineers.



neal Options Analysis, Second Edition, provides a novel view of evalu-
ating capital investment strategies by taking into consideration the
strategic decision-making process. The book provides a qualitative and
quantitative description of real options, the methods used in solving real
options, why and when they are used, and the applicability of these meth-
ods in decision making. In addition, multiple business cases and real-life ap-
plications are discussed. This includes presenting and framing the real
options problems, as well as introducing a stepwise quantitative process
developed by the author for solving these problems using the different
methodologies inherent in real options. Included are technical presenta-
tions of models and approaches used as well as their theoretical and math-
ematical justifications.

The book is divided into three parts: the qualitative discussions of real op-
tions; the quantitative analysis and mathematical concepts; and practical soft-
ware and business case applications. The first part looks at the qualitative
nature of real options, providing actual qualitative business cases and scenat-
ios of real options in the industry, as well as high-level explanations of how
real options provide the much-needed insights in decision making, The second
part of the book looks at the step-by-step quantitative analysis, complete with
worked-out examples and mathematical formulae. The third part illustrates
the use of the Real Options Valuation’s Super Lattice Solver software and Risk
Simulator software, both developed by the author and included in the enclosed
CD-ROM (standard 30-day trial with extended academic license). In this sec-
tion, more detailed quantitative business cases are solved using the software.

This second edition provides many updates including:

w A trial version and introduction to the Super Lattice Solver software that
supersedes the author’s older Real Options Analysis Toolkit software
(all bugs and computational errors have been fixed and verified).

m A trial version and introduction to the Risk Simulator software for run-
ning Monte Carlo simulation, forecasting, and optimization also created
by the author.
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m Extended examples and step-by-step computations of American, Bermu-
dan, European, and customized options (including abandon, barrier,
chooser, contraction, expansion, and other options).

m More extensive coverage of advanced and exotic real and financial op-
tions (multiple-phased sequential compound options, complex sequen-
tial compound options, barrier options, trinomial mean-reverting options,
quadranomial jump-diffusion options, pentanomial dual-asset rainbow
options, multiple-asset with multiple-phased options, engineering your
own exotic options, and so forth).

m Extended real options cases with step-by-step worked-out solutions using
the Super Lattice Solver software.

M Several brand new case studies on applying real options in the industry
(manufacturing, pharmaceutical, biotechnology, real estate, Department
of Defense, and others).

® An extended discussion on volatility estimates, risk, and uncertainty.

This book is targeted at both the uninitiated professional as well as
those well-versed in real options applications. It is also applicable for use as
a second-year M.B.A. level textbook or introductory Ph.D. reference book.

JOHNATHAN MUN, PH.D.
JohnathanMun@cs.com

San Francisco, California
September 2005
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