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Research on introduction of options into PFI Contracts
' Shunsuke Nakahama

Takayuki Minato

Recently PFI(Private Finance Initiative) method has received more and more attention as a new
way of infrastructure improvement by the introduction of the private sector vitalization. PFI
projects generally put many risks on the private sector because the projects have a lot of
uncertainties caused by long project period. In the recent PFI contracts, there are few options
that the private sectors can change decisions in the future when economic situation is not along
with the expected scenario. Options of expanding the projects in the case of increase of demand
in the future or options of extending the operating terms in the case of lower profitability than
expected can increase project value. This research discusses that introduction of options which
can be exercised depending on future situations can increase the value of the projects by adding
flexibility on the projects. The research analyzes the impact of options both on the public
sectors and private sectors by doing case studies of M2 motorway project, one good example of
projects which include options to extend the operating period. The final part of this research
focuses on the necessary characteristics of the projects which introduction of options can be an

effective strategy to deal with the uncertainties of PFI projects.
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