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It is not recommended that a theoretical private sector bid be constructed in assessing
the feasibilty of a Partnerships Victoria delivery option. The construction of a
theoretical Partnerships Victoria model requires government to second-guess the
multiple assumptions included in the private sector bid and the resultant figure is
generally meaningless.
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This so-called 'Torpedo' diagram illustrates how the development of the reference project generally
results in a better understanding of the risks associated with the project and a corresponding
reduction in the spread of potential outcomes. The step-down between the PSC and the PPP contract
represents the expected value-for- money outcome, albeit with some uncertainty associated with the
Retained Risks. Final outturn cost will not be known until the end of the contract, but should lie within
the range estimated when the contract was awarded.
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Chart 1.B: The Risk Management Proposition — Potential Profile
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1.66 For the Conventional Procurement Option, the Post-FBC Optimism Bias Factor reflects, in
the main®, the variance that is often seen between FBC estimates of costs, income and benefits
and actual outturn costs, the economic value of delays incurred by Procuring Authorities by the
time the construction element of the project has been completed and the shortfall in benefits
achieved by the project, perhaps through late delivery of the asset.
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Box 1.A: Optimism Bias
Costs
Whole Life PSC 0B Pre (%} OB Poat (%) PFI | 0B Pre (%)
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| Private sector (£000) 0 0% I 0% 1,077 , 10% ‘
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Table 5.1: Broad risk bands for Partnerships Victoria projects
Risk Project sectors and example projects Asset beta Real risk Real
band premium* discount
m"
Very low Accommodation and related services 0.3 1.8 5.0%
Aged care housing (4.8% rounded
Public housing to nearest whole
Hospital facilities nussber)
Correctional facilities
Low Water, transport and energy 0.5 3.0 6.0%
Wastewater treatment plants
Water infrastructure
Hospital car parking
Hospital energy plants
Road projects (non-toll)
Medium Telecommunications, media and 0.9 54 8.0%
technology (8.4% rounded
Entertainment 1o nearest whole
Telecommunications and IT number)

Knowledge economy

Risk premium assumes a market risk premium of 6.0%." The real risk premium is calculated as
market risk premium x asset beta.

-

The real rate will be updated by DTF (at www.partnerships.vic.gov.au) from time to time as

required.
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Step 1 - What are the Systematic Risks in the project?

l

Step 2 - Are predominantly all the Systematic Risks Yes
borne by the Government?

¢ No
Step 3- Identify Project Rate

1 No
Step 4 - Are predominantly all the systematic Risks
borne by the Private Sector?

Yes No

Y Y k4

Step 5 — Evaluate proportion of systematic risk _
transferred by the Government

e
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Table 1: Choice of discount rate for public projects and PPPs
Country Rules and value to assess the discount rates Source

Australia | ¢ The guidance provided by Infrastructure Australia recommends | National
that the future costs of P3 scenarios be discounted at a higher | guidelines
rate than the future costs anticipated from a traditional public | for PPP
sector procurement approach.

« Subnational specificities apply different discount rates for net
cost projects and net revenue projects; net costs projects are
discounted at the risk free rate if government bears all risks and
at the WACC if the government bears no risk; for net revenue

projects, the opposite holds Partnership
o Victoria: Victoria
= Ajurisdiction specific long term bond rate for the risk free | web site
rate (currently 3%)
= For PPP: CAPM with 1.4% to 5.4% real risk premium as
of 2012
= specific guidelines for the asset betas varying from .4 to | New South
.9 depending on sector Wales
o New South Wales: Treasury

= public sector comparator discounted at the risk free rate | (2010)
(10 year yield on AAA government bonds,

= PPP are discounted at the risk free rate + a margin for
systematic risk transferred to the private sector

Canada | eSocial opportunity cost of capital for country average 7.3% (from a | Brean and

range from 6% to 8.6% depending on risk level in sector) Burgess
(2010)
Different jurisdictions use different procedures:
o Ontario: government cost of borrowing Burgess
o British Columbia: weighted average cost of capital of preferred | and
partner Jenkins

o Both adjust for the value of risk transferred to the private | (2010)
partner although in different ways

o Same for public sector comparator and for PPP
New « Public projects: 10% Treasury
Zealand | e Projects with private parent or exposure to risk: WACC | (2008)

suggested but subject to discussion and demands following
specific guidelines on asset beta, equity risk premia (7%), risk
free rates (10 years NZ government bonds) which results in
different discount rates for building, infrastructure and technology

projects
UK * 3.5% (real) for public projects and PPP since then 2003 UK
Treasury
web site
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Identification et évaluation des risques
asscoclés au projet
| Lincertain est-i probabilisatie 7 |
Méthode de Monte-Carlo
non¢ +ou déermination des lois de
probab||ité des variables
mlulmnm ubuld.lo::::.ﬂonduﬂno: 6——-’
I'ambiguné procurée a la collectivité
L'Impact du projet ast-l
négligeable par rapport au PIB ?
non I oul
v v
Formule générale de I'économie publique Analyse coOts-avantages
2. “Elu(e, + X))~ 2, “Elw(c,)] eomg‘.polnrlorhmn
-vecl-mmmamm
L'nypothése de « normalité » des distributions de
mmm-dhwupnd-qm
ép l trophiques)
cterminaion des siibusions dsatonta-cartaine e
de probabilité de la VAN pour ; == E(x,)-roov(x,.C ) E(C,)
- la collectvite : E' ~ G+a)
-1as agents « vulnédrables » '
(ie cae échéant) : ou
;___> munm:umum B
57 carta rsaon 80 prjetsont | | LS
| mal disséminés dans ' Pt (varp)
! ajouter au numérateur de la VAN Le ou
| les primee de risques des agents | .
:cvuh&rabla!- yvar (X | 3l le risque n'est pas corrdlé au PI8,
. I AN > cdwllvocbtoq:‘unoudumm
---------------- z E(x,)
lva)
* sl le taux de crolssance des flux X, ast & moyenne constante el volatiité constanta (~brownlen
géométrique), possibilté do faire passer la prime de risque dans & taux d'sctuskestion
Source : Centre d'analyse siratégique, commission Gollier
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Démarchs d'analysa lorvau’on ne dispose pas des lola de probabliité

rlos incertitudes sont-elles probabllisables ? I

|

Disposa-t-on des lols de probabilité
objectives pour chague variable incertaine
ainsi que des corrélations antre variables 7

oui Non (Incertitudes radicales)

Mise en duvre d'autres
modéles incorporant
I'aversion @ 'ambigunté

[ won

Construction de fourchettes
plausibles de varaton des variables
oui (support) st
élaboration de scénarios combinant

ditférentes va[uu des variables

Peut-on construire des lois de probabilités
subjectives et des corrélations entre variables
conditionnellement aux scénarios 7

nan
v
Caloul intégrant le risque (sulvant Calcul d'une VAN pour
les recommandations du chapitre chagque scénario

Pout-on afficher des probabliités subjectivas
d'occurrence de chaque scénario ?

|

oul
non
Présentation des ditfférentes valeure de
VAN avec leur probabilité (subjective)
de réalisation

-
Présentation d'un scénarlo « central »
et d'autres scénarlos comme veriantes
donnant une /dée de l'intervalle de
confiance
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P % & 3$%* < § 6 ( <
ou programme | T T T T | méthode de Monte-Carlo 1 ol ¢'est possible, évaluation de
de grande - Présence de risques scénarics pessimistes, et calcul des valeurs d'option.
ampleur (trés | majeurs et/ou incertitudes | La variation d'utilité collective procurée par e projet doit
grande taille difficilement &tre estimée an revenant 4 la formule généraie de
et/ou probabilisables I'"économie publique.
présentant -D fication des Un effort particulier doft étre fait sur la justification des
des risques " ible ou hypothéses et leur impact sur les résultats (notamment, via
oxceptionnels) | 1du®s mPoss des tests de sensibilis).

Source : Centre d'analyse stratégique, commission Gollier
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