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Designing PPP Contracts to Avoid Asset Substitution and Opportunistic Behavior
Masaaki AMMA

Under PPP projects, private developers have strong incentives to seek higher upside return by utilizing
the technology and/or business models which might be considered to be riskier than the normally applied
conservative and proven technology. It may result in project failures known as the problem of asset substi-
tution. Such aggressive business approaches are often unable to obtain project financing under the strict
due diligence by financial institutions. But once they obtain the financiers’ credit approval, the failed
projects may encounter the opportunistice behavior of the develppers and lead to renegotiation of PPP
contracts, resulting in the lower VFM for public entity. This paper presents PPP contract model to effec-
tively control easset substitution and opportunistic behavior in PPP by applying the step-in rights under the
project finacncing mechanism.
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