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Replacement Investment Decisions with Consideration of
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Abstract

In this paper, we discuss replacement investment decisions with
consideration of unpredictable increasing in maintenance costs in a real
option model. After arrange the models of maintenance costs increasing at a
constant rate and following geometric Brownian motion, we model
unpredictable increasing in maintenance costs through adding jumps to
geometric Brownian motion. We find that compare to the case of constant
increasing and geometric Brownian motion, the optimal maintenance cost
level of replacement and expected total cost in the case of unpredictable
increasing is higher.
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