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o z 0 Censiderable increase in government expenditure for

History of Project Appraisal in Korea Bac@r?:;:;:iﬁ:ﬁ;i;:?: se:?;iﬁfem"tm' of :
= . B Background ofthe PFS : Financial Crisis 1997-98 Introduction of New PIM system : The PFS
! ’ : ? e

social welfare and physical Infrastructure : o g
O Financial erisis in 1987-98 and PFS 0O PFS was ‘invented’ as a resolution despite of resistance
» Inthe wake of financial crisis, the issue offiscal soundness became an from the line ministries.
a0 impaortantpolicy agenda. « The MPB tried to take over the FS fromthe line ministries
= s * Budget for 198 was based on an estimated economic growth rate of10.8 = Line ministries, esp. MOCT, violently resisted to transferring the ownership
" Tfﬂﬂ' requiring substantial budget restructuring to overcome economic of FS. claiming thatfeasibility studies require each oftheirunique
- G o sxpertise, and that no single country allows a budgetautharity to canry out
& Widbre 11 s Ag a government reform initiative, the MPB (Ministry of Planning and Teasibility studies by itself.
> P > Budget) separatedfrom the MOFE (Ministry of Finance and Economy), = The Enforcement Decree of the Budgetand Accounts Act was amendedin
= ST B whose core taskis to enhance fiscal efficiency, April 1889 to requirethat any new large project be carried out with a pre-
= * Teasinility study, feasinility study, basic design, implementation design,
+ ; compensation, and construction
& M | . O New paradigm of PIM has emerged S
o wan L1 l I I I I I I : + As a governmentrefarminitiatives in response to the financial crisis of
R G U GO R G i Rt B e sﬂ@ﬁﬁ‘yf@”_mnr 1997-98, anew PIM startedin 1999,
Year: s s
KDI KDI
s s
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Whatis the PFS?

[ Shoertand brief evaluation of a project to produce
information for budgetary decision

« Owned by the Ministry of Strategy and Finance (MOSF) and managed by
PIMAC

» While (detailed)feasibility study analyzes technical aspects of a projectin
detail, PFS emphasizes broader analysis of a projectfrom a national socio-

Feasibility Study (PFS) SR

Distributi of Traffic F ing Errors and gi
Productivity of Economic Infrastructures

O Criticism against Feasibility Studies : Lack of Objectivity
and Reliability in FS
» = The baseline costofonthe Seoul-Busan High Speed Rail (KTX) project

Bl 11 has more than tripled from 5.5 Trillian KRV (35.5 Billion USD) to 18.5

Trillion KRW (§18.5 billion USD}
* Afeasibiity review commitee investigated the FS.

part-02 | How to manage the Pre-

=% g « Thirty-two out of thirty-three projects (1994-98) were evaluated as feasible 5 = R
= l 3 in FZY_ . . T Meaning of “PRELIMINARY” is two-folded:
= T = » Confict ofinterests + Provisional, orshortand brief, and
i - & e s . - i ” > The PFS costs about0~100 milion Won, and takes about & months; Detalled
N S ¥ Ling Miiistry: DUdinet me: Xamz i, 1l srsnvorsiladotison making betiavior FS costs about 300 milion to 2 billon Won.
A + Enginsers and professors: Kesp upthe markst et
- l! PORERERIOOPEPOPOIPPPPTY « Preceding a(detailed)feasibility study
~ e —wew * FS asa formaltty: optmism bias (costdown, benefitidemand up)
- % Mo Check @ Baiance 5 a ;2; National Finance Act of 2006 provides the legal basis of the
e
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Coverage of The PFS

O All new large-scale projects with total costs amounting to
50 Billion KRW (about §0 Million USD) or more are subject
to PFS.

» Local governmentand PPP (Public-Private Partnership) projects are also
subjectto PFS if central government subsidy exceeds 30 Billion KRW.,

O Initially focused en economic infrastructure, PFS has
expanded to social infrastructure and non-infrastructure
(e.g. R&D, welfare) programs.

O Projects without effectiveness of PFS are exempted
# Typical building projects:government offices and comrectional institutions
+ Legallyrequiredfacilities(specifiedinthe |aw): sewage andwaste
treatmentfacility

* R 1g projectsand

1from natural disaster o
= Wilitary facilifies and projects related with national security KDI g

Analysis Structure in the PFS

. Economi ansysis Poscy ansyes. e s
e
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art of PFS Analyses

PFS Implementation Procedure

Arnouncement & Report
Sty or St the Prosst tothe National Assembly e

=

Management ; Selection of External the PFS
Research Team

O Multi-disciplinary PFS team
+ Three or more organizations are involved

» e.g. KDl (Projectmanager), University professors (Transportation demand
analysis), and private Engineering firms (Cost estimation

O Open Recruitment for external experts or outsourcing PFS
research team throughout the homepage announcement of
KDI, Public Procurement Service Agency, related

and daily r paper advertisement.

= Considerthe mainresearch and project experiences and comprehensive
reviews on the PFS external research team{expertise, impartiality,
accountability)

» Exclusion of stakeholderthrough the checking school fies, regionalism, pre-
feasibility participation etc.

« Schoolties andregionalismwith KDI internal research team for Internal
PFS conducted are also excluded.

L =

Management ; PFS progressives

@ Kick-off Meeting
= Aftendance: MOSF, KDI PIMAC, PFS
Research Team

= Weeting Issue: PFS overview, guidelines
and schedule

@ Progress Check Meeting
= Aftendance: PIMAC, Internal reviewer,
External research team, external experts
« Maeting lesue: Background, survey
result, issues and schedule

@ KDI 1st Check Meeting
« Aftendance: PIMAC, Internal reviewers,
External research team, external experts
» Weeting lssue: Cost, Demand, Beneft
Estimation resultand tentative result of
BiC

Management ; Selection of External the PFS
Research Team

[ Selection of outsourcing PFS research team through a
public tender evaluation by the evaluator consisting of KDI
PIMAC, Ministry of Strategy and Finance and the competent
authorities officials, external experts.

» Evaluation criteria; Understanding of Project, Approach method,
Institutional assessment, Dutcomes, Input persennel evaluation

Management ; the PFS progressives

@ MOSF 1st-Check Meeting
= Attendance: KDI PIMAC, PFS researchteam, MOSF and Line ministry

« Meeting Issue’ Cost, Demand, BenefitEstimation resultand Tentative
resultof BIC

® KDl 2nd Check Meeting
» Attendance: KDI PIMAC, Internal reviewer, External researchteam,
external experts
« Meeting Issue: Major changes after 1stMeeting, Resultof Policy and
Balanced Regional Development Analysis
® MOSF 2nd Check Meeting
= Aftendance; KDI PIMAC, PFS researchteam, MOSF and Line ministry

« Meeting Issue: Major changes after 1stMeeting, Resultof Policy and
Balanced Regional Development Analysis 3
KDI
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Management

mplicit) Code of Conduct

@ Reference the regionalism for the duty aveidance of stake
when KDl internal PFS team selected.

@ Prohibit sensitive information leakage obtained in
connection with conducting PFS.

« KDl internalteam (KDI Code of Conduct), external researchers (service
declaration)

@ Not accepting any kind of bribes from relevant competent
authorities.

+ (example)Expenditure fromPFS semvice charge for expenses whenhaving
meetings with competent authorities andrelevantiocal government.

Features of the PFS

0O Owned by the Ministry of Strategy and Finance (MOSF),
evaluated by Independent Evaluation unit, PIMAC
+ PFS isaevaluation of a projectte produce information for budgetary
decision
# PFS evaluated by KDI PIAMC, an independentresearch institute,
provided some buffer from political and bureaucratic pressure.

Korsa's Leading Think Tank

par-03 | Features of The PFS

Features of the PFS

O The Expanded Role of Policy Analysts (PFSteam)in PFS,
beyond Information Providers:

» PFSteam members{e.g Teamleader(KDI), Demand(Professor), Cost
(Engineer)) } and Advisory committee members (Staff of PIMAC and peer
revigwers) make their explicitly quantified judgments on project
desirability

+ Judgments are respectedinthe govemment decision-making.
> PFS results are rarely overruled by budget ministry and the Mational Assembly

O Clear and Explicit Binary judgment (feasible/non feasible)
on the overall feasibility

+ Winimizing uncertainty and arbitrary Interpretation of acquired infarmation
fram analysis

+ Gainedincreasing acceptance as a highly information means of budget
allocation 5
KDI

[L

=

Features of the PFS

O Well developed evaluation guidelines

« Detailed description ofmethodology and
procedures of PFS implementation to avaid
ambiguity

s PFS guidelinesbysector:

# Roads, rail seaports, airports, dams, and
cultural facilities

> Using the same dataset for different projectsin
the same sector

s Continuous revision of guidelinesthrough
academicresearch

Features of PFS

3 Unified tool to consider the possibility of PPP (Public Private
Partnerships)

< Phase 1: Feasibility study (Decision to Invest)
» The costbenafit analysis and AHP is conductedto determine
feasibility of the projectfrom a national economy pers pective.

< Phase 2: Value for Money Assessment(Decision on PFI)
» Theg ntpaymentof PSC (Public Sector Comparator)is

mgz&“aﬁhﬁmof?ﬂ (Private Finance Initiative) to assess
the PFl achieves Vill

Features of PFS

O Neutrality and Objectivity

» External experts to join PF§

4 Multi-disciplinary PFS team
» Three or more organizations are involved

" SRR R

+ Open review process

< Open review process
» Independentrevieweris designated
» Open discussion on a mid-term andfinal PFS reports
» Reviewedby the MOSF ;z't‘r}‘dnns ministries, PIMAC, and field

Features of the PFS

O Various values are incorporated and evaluated

« Various values (job creation, environmental impact, regional equity,
project-specificfactors) are incorporated intheframe of PFS evaluation

« Wulti-criteria decision making technique(AHP) is adoptedta combing
quantitative and qualitative elements of evaluation
» PFS resufts are rarely averruled by budget ministry and the National Assembly
* Gives weight on each element through pair-wise comparison
> Aproject] evaluated as feasible if AHF score is 0.5 points or more out of 1.0

point

O Systematic Management

s Procedures of PFS ; Seleclion of PFS projects, manage and external
experts, five report review meetings, code of conducts

Sslect ion of FFS Frajects l_,| Organize Tesms | Consuct PFS

3
KDI1
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Part-04 | Performance and

Achievements of the PFS

Number and Total Project Cost (1999~2012)
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Proportion of Feasible Projects
tal Project Cost Saving (1999~2012)

Performance and Achievements of the PFS

O Role as pr ptive fiscal expenditure tool
« Economicinfra (1999} SocialInfra < R&D and Social Program (2007, 8)
-» SOE Projects (2011)-> TE proposals{2014)

O Enhancing fiscal efficiency by preventing non-feasible
projects
« As available capacity of government budget expanded, productivity of
fiscal expenditure was enhanced by allocating national budgetinta more
productive sector

« Onfy about 60% of the projecis were feasible preventing start of unnecessary or not
urgent projects

5
KDI

Bl

Performance and Achievements of the PFS

0 Establishing management system to ensure objectivity,
consistency, and transparency
» General guidelineste minimee the methodological ambiguity
« External experts on PFS teamto reflect open review andto gain suppors
from potential adversarial group
* Systematic management

« Minimization of impact of eternal interest groups an evaluation

Q Comprehensive framework analyzing various factors
& A multi-criteria decision makingtechnigue is developedto combine
quantitative and gualitative elements of evaluation into a decision undera
hierarchical structure.

5
KDI

L =

Performance and Achievements of the PFS

0 A stepping stone of the Integrated Public Investment
Management System

+ Samefsimilarmethodalogiesandinquiry processwere applied
+ Other evaluations are spin-offproducts of FFS

Performance and Achievements of PFS

O Preventing Optimum Bias in Transport Investment
Appraisals

o Distrbution of Traftic F

Errors before and after PFS

Fme A s T e

Traffc forscating areef]

Before

M 1228

Revision of the PFS Guidelines (1)

Q Improvement of the Feasibility Evaluation methods

= About 134 experis from

private

gavernmentfunded research institutes have been invalved in

= INtroduos PF§ process.
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Revision of the PFS Guidelines (2)

Year

“zojews e = 42 Stanasrd Guideina(4#) Pubishsd
R ——

205 |« Aseass potantisl o1 PPP & & procursment option

it ust AHP weight =54 standard Guitsine{s*) Pub%had
S50 weight o Baiantes Mg oce Devecament Anaiss ~Geners, romd B reiwasst)

aon [PAUUSAHP wEgnt
~20-30% WG 1 SEENCAS REQIONE DRI ATSUTE.

Key Success Factors

0O Legal & Regulatory Framework
» National budget guideline(1999) > Enfmceme_n‘t Decree ofthe budgeiand
accounts Act{1999) - The National Finance Ac{2006)

+ The legal framework of PFS enhanced by the National Finance Acti2014)
covering higher standards for exemption, andinstifuions' roles

O Linkage between PFS resuits and budget allocation
» Though both politicians and bureaucrats do notwantto lose their
discretion to make decisions,
+ Bureaucrals:
# Escaped from the political pressureand blame avoidance strategy forthe
failure in fiscalspending
* Oversightofthe Board of Audit and Inspection

Korsar's Laading Think Tank

Part-05 | Key Success Factors

Key Success Factors

+ Politicians:
= Budget authority has the upper hand in budget allocation
> Respection on the independent and authoritative insttution’s judgment
* The public having more chanceto monitor government and poliician's
activities

0 Inclusion of various values constantly changing over time

in evaluation framework
O Improvement of guidelines not only to i ify objectivity
i y and p y but also to avoid the
hodological and procedural ambiguity

O Providing relevant plans and policy information

« Information aboutfeasibility as well as optimal scale ofthe projects and
budget, optimal alternatives and efficientsirategy in pu blicinvestmml"
L =
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Key Success Factor

am ¥y that emb adversarial
experts
« Open review system

» Multi-disciplinary PFS team

QPr ting binary jud; (either feasible or feasible)
which is clearand explicit
« Minimizing uncertainty in interpreting the feasioility and preventing aroitrary
Interpretation of suggested information

> Increasing ahighly i i &5 decision
making supporttaol

=

Challenges and the Way forward

0O Expansion of PFS result disclosure
» MNational Finance Act
*» Pursuant to the TOfficialInformation Disclosurs Acti Article 7, head ofthe
entities in charge thereof shalldisclose data on PFS results including demand
forecast, etc

O sy o g of reflecting ide view
« Cansolidation ofresearch and management systemincluding Open
Review and Discussion, Having potential adversarial experts on PFS

team, Independent Reviewer

=

KDI
“

KDI
“
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part-06 |Challenges and the way forward

Challenges and the Way forward

0O Continuous evaluation guidelines revision
» To minimize the methodological and procedural ambiguity
» Toimprove objectivity, consistency, ransparency
» Toimprove the validity of PFS judgments to provide more relevant policy
advice

* ée.d_so: guidelines (road, rail, seapor, airport, water resources, cultural
facilities, R&D Program, TE} and Evaluation guidelinesregarding
caleqaries ( Electricity. Housing Lats, Social welfare, Tax expenditure,
and Overseas investmentProjects)

<+ Distributionalimpacts
+ Suggested projectmight have differential impacts on individuals,
amangst otherimpacts, accerdingtotheir: income, gender, age,
geographiclocation, |1
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@ Tomuch transferring the authority of budget decision-
making from the politicians or bureaucrats to policy

0 2o FH|: A2 SSEX M1

analysts?
part-07 | Some Issues 0 FMX} 24224 2ZHKDI), 0|52 (7|2 ME L), IDB(Juan Alberti)
o Is explicit binary judgment on the feasibility desirable? |
@ Does technical values explain all? ; myth of technical O OE"%*HfEE _g—%‘%xl' X‘||E7H|Aj X|"E‘2| HH@
value

» A blindfaithin BIC rafic and AHP Scores of PFS evaluation
< Themrlyand understanding ofthe BIC ratio and AHP score tothe
public
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| somelssues | S EERE SRR T BRAS EE e AR

@ |s there a possible drawback that PFS might inhibit = QXL
appropriate and efficient projects due to the o T =W &
conservative assessment ?

Analysis ofdecisionmaking behaviorrefiected on AtiF

- HIXOHE At ML AHHIEE STENME HEEY dHHEER SSEA HESF
Feasible project ratio

AHP score classified by evaluator 5
group {AHP=0.5) classified by
evalustorgoup o 0, HENM M2 MY 5
1illly |I1I i‘ o
R - SEQoWON WMHIEE ZZEXME WMl CHE 282 Yt oy
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