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Abstract

Over the past two decades, many developing countries have grown to become more

familiar with the notions and the use of public–private partnership/private financing

initiative (PPP/PFI) schemes in building large‐scale infrastructure assets. However,

owing to higher levels of complexity and longer contractual durations, PPP/PFI projects

are often embedded with higher risks. On the one hand, any private sector

concessionaire would strive to secure some forms of subsidies or guarantees from the

host government to alleviate its risk concerns. On the other hand, the host government

would also attempt to counterbalance the grant of these incentives by introducing

additional ‘repayment’ obligations, such as placement of a cap on the tariff or toll rates.

Modelled as real options, support and repayment features found in the case of a

wastewater treatment plant in Southern China are evaluated using a combination of

Monte Carlo simulation and spreadsheet‐based cash flow models. The objective is to



 

https://www.tandfonline.com/
https://www.tandfonline.com/action/showPublications?pubType=journal
https://www.tandfonline.com/subjects/economics-finance-business-industry
https://www.tandfonline.com/journals/rcme20
https://www.tandfonline.com/loi/rcme20
https://www.tandfonline.com/toc/rcme20/27/4
https://www.tandfonline.com/toc/rcme20/27/4
https://www.tandfonline.com/journals/rcme20
https://www.tandfonline.com/author/Liu%2C+Jicai
https://www.tandfonline.com/author/Cheah%2C+Charles+Y+J
https://doi.org/10.1080/01446190902807071
https://www.tandfonline.com/action/clickThrough?id=5926&url=%2Fr%2Fsubjectsample-builtenvironment&loc=%2Fdoi%2Fabs%2F10.1080%2F01446190902807071&pubId=41199344&placeholderId=1074&productId=1798
https://www.tandfonline.com/doi/full/10.1080/01446190902807071?scroll=top&needAccess=true
https://www.tandfonline.com/doi/figure/10.1080/01446190902807071?scroll=top&needAccess=true
https://www.tandfonline.com/doi/ref/10.1080/01446190902807071?scroll=top
https://www.tandfonline.com/doi/citedby/10.1080/01446190902807071?scroll=top&needAccess=true
https://www.tandfonline.com/doi/metrics/10.1080/01446190902807071?scroll=top
https://www.tandfonline.com/doi/permissions/10.1080/01446190902807071?scroll=top
https://www.tandfonline.com/doi/abs/10.1080/01446190902807071
https://www.addtoany.com/share#url=https%3A%2F%2Fwww.tandfonline.com%2Fdoi%2Fabs%2F10.1080%2F01446190902807071&title=Real%20option%20application%20in%20PPP%2FPFI%20project%20negotiation%3A%20Construction%20Management%20and%20Economics%3A%20Vol%2027%2C%20No%204
https://www.tandfonline.com/
https://www.tandfonline.com/action/showCart?FlowID=1


Related Research Data

PFI/PPP, private sector perspectives of UK transport and healthcare

Source: Built Environment Project and Asset Management

Public private partnerships/private finance initiatives for financing infrastructure in

public tertiary institutions in Nigeria

Source: Built Environment Project and Asset Management

A model framework of output specifications for hospital PPP/PFI projects

Source: Facilities

Sources of Financing for Public Private Partnership Projects: Lesson Learnt from

Malaysia

Source: Indian Journal of Science and Technology

Valuing governmental support in infrastructure projects as real options using Monte

Carlo simulation

Source: Construction Management and Economics

Accumulation of Knowledge by Strategic Public Procurement through Public-Private

Partnerships for Service Innovation in Japan

illustrate how a negotiation band incorporating these option values can be constructed,

which would enlarge the feasible bargaining range for both parties. The risk

implications of two disparate bidding scenarios found in the case will also be discussed.
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