BTO BIZHEXIAI SHXIAIXIZ S DR THR(0] 23t 237
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Abstract

Real option values of early termination payment for selected BTO PPI projects are studied using binomial models.
Two cases of early termination payments are considered; an option with the condition of private participants
default, and an option without the condition. Values vary depending upon parameter values such as revenues, costs,
discount rates, debt ratio, and volatility of revenues. For selected projects, the option values without the default
condition are estimated as 1%~7% of total project costs, whereas the option values with the default condition are
estimated as 0%~1.89% of total project cost. When actual revenues differ from the forecasted revenues, apparently
the option values deviate from the values based upon the forecasted revenues. When actual revenues fall short of
the forecasted revenues, the option values increase by a large amount whereas the option values decrease by a
small amount in the opposite case. This implies that the option values can be quite bigger than the values based
upon the forecasted revenue especially when the revenue forecast uncertainty is large. This study is expected to
play an important role in improving the early termination payment option policy of the government in PPI projects

in Korea,

Keywords : Real Option, Early Termination Payment, PPl projects, Revenue Forecast Uncertainty
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