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Abstract

In view of the inadequacy of investment valuation under uncertainty by
the orthodox discounted cash flow (DCF), many scholars have begun to study
the investment under uncertainty. Option pricing theory (OPT) is the
representative result of this study. Aswe know, the prerequisite of a successful
merger lies in a proper vauation of the corporation merged, which makes it
objectively necessary to study the real options approach in M&A. This thesis
carefully studies the orthodox valuation principles in current mergers by
analyzing and calculating the real optionsin M&A, and then puts forward and
examines its practical framework through comparing the orthodox valuation
approach (i.e. the approach based on earning, the approach based on assets
and DCF approach) and the red options approach.

This thesisfirst reviews the options theory, real options theory and M&A
theory, and then compares with the orthodox valuation approaches in M&A.
On the basis of the comparison between OPT and DCF, the author makes an
induction of the real options approach and its practical framework in M&A
and examines and analyzes a case of listed corporation merger. Finaly, the
author puts forward further research on combining the rea options approach
with game theory.

This thesis consists of five chapters. Chapter One is an introduction,
discussing the purposes, meaning and structure of this thesis. Chapter Two isa
literature review including the options theory, real options theory and M&A
theory. Chapter Three is a comparison between the orthodox valuation
approach and real options approach in M&A. It explains the DCF, assets
approach and earning approach respectively and their limitation in practice

and then compares the orthodox valuation approach with real options



Abstract

approach. Chapter Four is about the rea options approach. In this chapter, the
author talks about the practical framework and pricing of real optionsin M&A
and examines and analyzes a case of listed corporation merger. The last
chapter is the concluson, summing up the research results and further
discussing real optionsin M&A under the circumstances of a dynamic market

and competitive opponent actions.
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