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ABSTRACT

The current feasibility assessment of private sector investment in PPP projects mainly relies on
building financial models for quantitative analysis. The evaluation methods often utilize traditional
capital budgeting theory to establish financial indicators such as Net Present Value (NPV).
However, the NPV is sensitive to the selection of the discount rate, leading to varying evaluation
results. Moreover, the determination of the Weighted Average Cost of Capital (WACC) formula
itself faces challenges due to assumptions about capital structure proportions and difficulties in
setting a fair Ke (required rate of return).

In this study, we will review the traditional capital budgeting theory and conduct empirical analyses
with case studies on infrastructure projects such as incinerators, recycled water facilities, and street
lighting. We will examine the impact of changes in capital structure assumptions and the selection
of the discount rate during the construction period on project evaluations. Additionally, we will
identify the issues that investors are concerned about (i.e., relevant risks) and consolidate the Ke
range based on the characteristics of PPP project risks, proposing a modified evaluation
methodology.

The proposed approach will adopt dynamic WACC and use the inflation rate as the discount rate
during the construction period, while considering the revised Ke range based on PPP project risk
characteristics. The results of the empirical analysis demonstrate that the modified evaluation
methodology can reduce optimistic biases in the assessments.

Keywords: PPP Project ~ Financial evaluation ~ Valuation ~ Discount rate
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