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A model based on binomial tree method for economic and
financial valuating BOT highway collaborative projects with real
options theory approach

Abstract

The Need for infrastructure projects in developing countries led to the BOT
contracts can be considered a reliable method for investment in addition to
compensating for the lack of government resources, the projected will be owned
by the state. The study of road contracture projects in Iran showed that the
capacity of implement the project by BOT method. These projects require heavy
investment, so accurate evaluation of financial and economic in these projects is
one of the most basic challenges facing the government and the private partner.
In this regard, a new insight named the real options (RO) has entered the world
of financial valuation of investment projects nearly three decades. In this article
the theory of real options has been implemented for financial valuation of the
BOT highway projects. The advantages of this approach compared to traditional
DCF method are considering management flexibility effect in project value and
non-use of project risk rate to discount future values. This article seeks to review
the real option theory and comparing it with DCF method, in order to offer an
algorithm based on binomial tree model in the valuation of collaborative Iran
highway projects.

Keywords: Project BOT, highway, economic and financial valuation, real options theory,
binomial tree model
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