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Abstract

The Government has sharply increased
spending on current accounts so that
infrastructure investment in Taiwan has
encountered serious budgetary constraints in
recent years. The Government has
encouraged the policy for private
participation in infrastructure, such as BOT
model, to overcome the budgetary constraints
and, at the same time, to improve efficiency

there are several concession designs to be
dealt with in keeping the balance between
public benefit and private profit, such as
performance bonds, options to abandon
investment and minimum revenue guarantee
policy. The limitation of conventiona DCF
method is unable to reflect the concession
company’'s flexibility value and the
concession designs.

Therefore, this study applies real option
theory to build two pricing models, including
investment options in the beginning of
project development periods and compound
options of minimum revenue guarantee
policy. Applying expanded NPV concept to
appraise static value and flexibility value in
the beginning of the BOT project's
development periods, including net present
value and the option value of abandoning
investment and minimum revenue guarantee
policyy The study analyzes Taiwan
High-Speed Rail Project to test efficacy of
the models and conduct sensitivity analysis
of related parameters.

Keywords:. Private Participation in
Infrastructure, BOT Concession Design,
Minimum Revenue Guarantee, Option to
Abandon
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