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Translation for evidence of applying internal benchmark referenced relevant pages in “Methods
and Parameters for the economic appraisal of construction projects (related to the yellow
highlights)”:
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2.4 The definition and function of benchmark

The judgment to the same project varies from different investors. The sectors that the investors are
in, the project nature, the cost of finance, the attitude of investor to the risk and the expectation of
the investor are different and hence the investor must determine their own minimum acceptable
internal rate of return (IRR) for their investments. As a special investor, the benchmark of IRR for
the government is determined by the State.

2.5 The principles for estimate of benchmark of IRR

The theory for estimating the benchmark is as follows:

For those projects which the output is priced by the government, its benchmark is estimated
according to the policy guidance of the government. For those projects which the output is priced
by the market demand, its benchmark can be assessed by investors according to their own capital
cost and risk premium.

1. Being as a special investor, the functions of the government determines that the government
investment should not only concern about the economic interests. Therefore, based on guiding
policy of government the professional estimators identify the benchmarks of project IRR before
tax for some sectors according to the government’s expectation and target to investment. This
requires the all the projects that are invested by the government must apply the stipulated sector
benchmark.

The estimated sector benchmarks according to guiding policies of the government are proposed to
aim at the sectors’ existing special situations which are expected to be continuous for a quite
long-term period. It is required by the government’s decision-making in investment and
management of investment.
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2. The other investors other than the government, in principle, should determined their own IRR
benchmark for their investments according to capital cost and risk premium or apply the accepted
minimum IRR as the benchmark of project.

Particularly, the other investors should focus on not fully consider the sector’s risk, but also
specific risks associated to project, opportunity cost as well as investors’ expectation to return on
investment.
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2.7 The principles for selection of the benchmark




2. Commonly, the minimum acceptable IRR is determined by investors themselves. Based on the
methods referred above, the investors can identify their own minimum acceptable IRR as the
benchmark of projects according to their own development strategy, business model, expectation
to achieved target of projects, expected return on investment, opportunity cost etc. Under this case
which the investors determine their own benchmark, the benchmark may be or may not be the
same as the sector benchmark applied in the government funding projects. It may be higher or
may be lower than the sector benchmark.




