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Investment Criterions under Uncertain Cash-flow
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Abstract

In this paper, we discuss the investment criterions form view point of
maximization of present value of a project. In order to show the meaning of
the investment criterion for probabilistic cash flow, firstly we show that the
investment criterion for deterministic cash flow satisfy the Equimarginal
Principle. Then we consider the case that the dynamics of cash flow follows
geometric Brownian motion, and derive an expression of the investment
criterion in comparable form to the former. As a result, we argue that the
basic criterion of investment is the NPV rule. We also examine the criterions
of disinvestment. Eventually, we expose the argument that the investment
criterion in real option model is different from NPV rule in some real option
literatures is incorrect.
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