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ABSTRACT: In the competitive eectricity markets, investors
can make their free options of investment new power
generation capacity. But we used to anadyze the investment
decision making by static NPV evaluation of expected cash
flow from a project, it does not consider the flexible and
dynamic representation of the decision timing under uncertainty.
So the paper, firstly according to the real options theory and
considering the value of having the options to invest new power
generation capacity, presents dynamic decison making model
of investing new power generation capacity. Secondly,
considering structure characteristics of South China power
market, the paper provides a case of investment new power
generation capacity to illustrate how to do decision making in
proper time under uncertainty. Thirdly, the paper andyses some
policies that include the price cap and the time limit of license
authorized by regulators may impose on decison making of
invesment. In a word, we wish that the model can provide a
new approach of investment decision making, meanwhile also
help Decision-maker to make more proper investment policy in
competitive electricity markets.

KEY WORDS: power market;
investment of power generation capacity; rea options; dynamic
program- ming; industry policy
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