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RISK AS AN ASSET IN PROJECT
MANAGEMENT

Professor Martin Loosemore
Dr Patrick Zou




NEW ERA oOFRISK IN WHICH WE ALL EXIST.

WHAT IS WRONG wiTH RISK MANAGEMENT PRACTICES.

CHALLENGES IN DEVELOPING A NEW APPROACH.

MULTIPLEX
FACILITIES MANAGEMENT a




LI FanN AL
=5 INTLIR_Y




Kell&Rigby

5

BRjyjing 2002

QO

S

HEW SOUTH WALES _: Sfllli': r
[Frge - 1
DEPARTMEMNT -'bwﬂ:’
OF EDUCATION B Erem |
i ! i ||. t"ﬂ'_ﬁ‘_.ﬁi.
AND TRAINING [l

%Nuﬁonul

MULTIPLEX

\ <

—

T—
Re|

@ CHINA MERCHANTS PROPERTY DEVELOPMENT CO..LTD

2 Z

EALIIW

P8

pu-. lic of o

efence

Y aintenance

\Y/ anagement

Sydney

WAT<R

ADENCE

MANAGEMENT CORFORATION




RECENT RESEARCH

38% Directors were not confident in their risk management
systems.

59% Companies did not review risks on a regular basis.

57% Regularly declined tenders due to a lack of
confidence in managing high risks OR added too large
contingency and lost the job as a result.




4 RECENT RESEARCH

Only 29% of senior managers have received risk
management training

Only 51% of companies have business continuity
plans, less than 50% of organisations have ever tested them.

Most companies are totally unprepared for an emergency

PPP/PFI projects,
risk management
practices are highly
variable, intuitive
and generally
unsophisticated




Facilities Management
Facilities Management is a provider of facilities,
property and management services to both the
Multiplex Group and a range of clients
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WHY REVIEW EXISTING PRACTICES?

High risk (and opportunity) environment.

Rapid growth.
Surge in risk-related legislation.

Penalties for non-compliance becoming increasingly severe.

Customer base changing.

Pre-qualification requiring a demonstrable
capability in risk management.

Corporate responsibility and citizenship evolving fast.

Risk and opportunity management is core business and essential
to protect and enhance reputation.



Risk AND OPPORTUNITY
MANAGEMENT SYSTEM

(ROMS)



ROMS - A NEW WAY TO MANAGE RISK

Risk seen as an asset
Risk portfolios
Breaking down barriers

Pro-activity

Project life cycle

Cost of risk/opportunity management
nefits of risk/opportunity management




ROMS - A NEW WAY TO MANAGE RISK

Taking responsibility
Meaningful consultation

Simple



ROMS development and implementation process

Risk Management Awareness
Maturity Index 4
Application 4 3 4  Skills
3
\2/

4 3 2 1/ 2 3 4

Culture

Resources

Confidence Image

1
2
3
4

Processes



ROMS development and implementation process

FOCUS GROUPS WITH KEY STAKEHOLDERS.

DOCUMENT THE SYSTEM

PILOT THE SYSTEM, COLLECT FEEDBACK
AND REFINE IT.




MULTIPLEX
ASSET MANAGEMENT

K AND OPPORTUNITY MANAGEMENT

GELINES FOR MULITRL AARAGEMENT




What is risk

and opportunity management?

Risk ard Oppertunity Monogement is he proces of spstematizaly and
collecively working o minimis= risks ond mmdmize opporuniies Jor MAANS
=mploy==s, cusiomers and businss pariners. The aim iz ko oveid swprzes ond
=nzure thal contmocl culbomes o= achisved ond, id=aly =swce=d=d.

Risks e pouible sverts tal codd impact regaively on contoc! cucomes, They
might irclude =quipmeni failue, lack of crifcol spares, inoecees in spaciolst s=rics
oosl, sscuily breaches, bods/siom:, fire, smironmemial corlamination, workplos
acidents eic.

Opporunifies o= possble se=rk thal could impod posiivey on conimcl
cukcames. They might include rew i=chrologi=s moking improved pedormarce
poszible, rew supplisrs for crifcol sparss dlowing price reducions for cusiormer,
n=w maimenance shaegiss l=oding o doster responss fimes for cuslomers, res
markets For services becoming oviladble, rew sifling snchures dlowing wider
vilizaicn of ovalable epetize =i

What are the benefits

of MAM's Risk and Opportunity Management System?

I8 operaies in a higheisk ond highoppotunity smvicnmenl and ik success
depends upan its ability ko manage risks and cpporurities sffecively. WA Fisk
ard Cpporurity Manogement Spsiem iz designed o berefil MAR, ik sialf,
cusiomers ard business partners theough:

H'gl'nrpu'FuTnu'm - Emphzis on plannirg resdting in feser unforesssn
problems ord more opparunifies for improssment.

Greater afficiency - Focussing an voleodding acivitizs and the dimingion of

urrescasary cosk.

Higher quality confroct dotn and docurrentation - B=tier quality infomaticn
o which k2 make inlormed decisiors.

O ptinum utilisetion of cur pacple'’s experience and skils - Creation of o
mativaizd worlfores producing rees and innovative ideas.

Open and trusting relatiorships - Wik W80 stofl, customers, businsss
parrers ad edemal sokeholders.




Do | have to

comply with these guidelines?

Evary paraon working on an MAM contod must familonise temesl wih thes
aidalines.

You must comply with thess guidslines when:

Yau make o decision that codd imaohe sigrifican risks or opportuniliss for
MAMs employess, cistomers or business parinars.
You deieci o signiticart risk or opporturity during the cours ol a conlpd,
regard e of whesher il offecis your im=ests or ol

Thes= guiddines are applicabls 12 al levels, activiiies, funclions, depariments and
busiremss units within MR, Thery olsa apply 4o any organisaiion that enters inle o
contmct for the supply of goods or sardoss on oy MAM contmcl. Risk and
opparirity managemen will be requieed onder such conimck ard compliones
with these guddines will n==d o be demoreided, albng with the necesay
rsources, =kil: ond afitude 4o da o

Wanagement resporaibililiss for ensering thoi tess chjsclives or ochisved o=
chescribad in Appandix B

Intranet Manager
(Mainan MMz
wab sile.]

What support

is available?

Wt wil proside dhe recessary suppart and fmining k& =rable you o monogs
your nitks and opporinities sffeciv=h. A risk ad opporturity monagement f2am
has be=n creied wih specilic resporabibies For implementing, maraging,
maritoing and updaing thess guiddires. The gensic srochue of his deam i
depiced bedow and you should consuhi them il you hoe oy quenies or problams.

Exi=rnal

speainkisi
cansulianks.

Infamaticn
Manager

{Calleatian,
storags,
maimenanae and
| dissemination of
nisk-r=laied
rifammation.]

RISK AND
OPPOATUNITY
MAMAGER

Bratysts Technica
Flvizers
{Assiskanae in
stetistical nsk {fhics o
onalysis - using aorkmatual,

MR, Firnacls, l=g, irsuranos,

@Risk, Cougar safety,
anc ACK Turbel ereiranmerdal
maiters eta.)

Human Resource
Management

(Trairireg,
performanae,
appraisal,
rewencs, =ic.]

b has dleo msigblished a sk and cppartunity marage=ment section on it
it sk (hiip: /S mam.com ouyf|. The sike alows thows working an MAM
{xciliti=s 4z share, visudise ond commuricole inlormation ot nske ond
cpporimifies with cusfomers, siaf, b conhocions, suppliers, conslionks and
athorili=s, arpestem in the wodd, Cn the MAM site you wil find:

Thes= guidefires.
| Stondard foms which con be dosrdeoded for use.
4 dedicated foclib-specific FOMP emploie.
4 danbase which provides infomation o help you morops risks sffectiv=h.
A library of useful rederences.
4 risk and opparunity marogement nofceboord thal is confinudly updated
wit Lsstul fips, conocks and irfomatisn.
4 discussion page hat will enable manogess 1o share their experisnces.
A sugp=shon bax thal ollbws monager 1o proade id=as for improvement.
4 hedpdine whem you con consuk an sxpert by email for futher inlormation.




When do | start

risk and opporfunity management?

Evary fime you moke o decigon, you creaie risks and opporturitiss. The risk and
opporirity manogemenl proc=ss commences when you o= making a d=cision
it iredlvms sigrificont risks ond opparuniies for fMAME solf, cusiormer and
busires parrers. The process should confiree unlil your objectives s bee=n fuby
achieved or idedly, evcesdsd.

AL% AND OPPORTUNITY
MANAGEMENT

Dlecisian is
requinad

What is

the first step?

The fist si=p in itk ard opparivnity manogemeart is 42 d=cid= upon on appoach
tat is approphgle ko oyour palicular cicumsimncss. Fisk ord opporurity
marageameri does rol hovs o be complex o ba =ffeci= and the banslis o rol
corfired do brge and complex focilties or busirem ociviti=s. Whils thess
guidslines prescibe o dordordized oppmach ko dsk ond opparunity
maroge=meri, th=y ar A=xibls snough o =nable you io moke cheices according
1o your specific cirumsiances.

You moy decide do odopt o highly complex or simple opprach bal the most
impodant thing & o jusify i To omis, S8 howe odophed o Smple ouelee]
system tat is described below.

COMPLEXITY | LEVEL DESCRIPTICH

Simple & mirimum steancerd to be erplaysd i all degisions
that irerakre any sigrificant risks andor apporiunities o

MAM's employees, qusiomens and busiress partners.

A standard ba be employed in deasions about
business actiili=s of medim risk and cppartunity.

& standard ta b= employed in deasians about
buminess aathities of high risk ard apporturity.

A standard ta be employed in deaisians about
businass achviti=s of xoaptionally high risk and
apporiuniby.




ANALYSING

your risks

and oppor tunities

IDENTIFYING
your risks

and opportunities

IDEMTIFY

Fizk ord opporunity idenificobion is e frd sioge of e sk ord oppartunity
rmaragemant process. s imporiont becouse an vnidenified risk or oppartunity
carral ke monoged.

AMALYSE

In making decisiors, MANM mquires you o do dl thal is masorobly pocticoble B
id=riify poterfial risks ond mopdmise polentid opparuniiss to WA employess,
customers and business parmers. E\.leq.mz 'A\:II‘HI‘E o an MAN controct must ke
resporsibility for id=rtifsing the risks ord cpporturitiss inhereni in heir decisions
ord, where posible, be vigilant do thass of other decisiormakers.

Having dertilied a pokniol nk or opporinitg do BANY, its amployees, L
cusiomers and busin=ss parners, MAM mquies tol youdo oll that is easonobly R
prachicable io ondlye ord asses ifs rogniuds. Do his in comdiation with =y
siakahalders and do ot otempi io do thiz in i=doion,

o
QOMTRO

Abtough fommal resporaibiliti=s dor risk and opporturily idenfificoion ae et down
in thesm guidslines, i ad opperiunity idenificolion shovld be an imegrd pari o i 1n wawr maponubiby
M culiure ond an aulemalic way of working. iz daniily tha rizks and

Pisk onabpsis will belp you o idenify

H The r=hite magnitude of difleent risk2 and opporionities you bove ideniilisd .
W "Whare wou n=ed 1o toke ocion immediaieh,
= l ""Whee o n=ed 1o develop ociorplans lor fulue activities.

B ¥ here you shoud olbocnle your esowees for dealing with paterdiol
problems and cpparuniiss.

The process of sk ord opportunity idenilication imeches bwo main sheps, which
om depicked balw with key questions 1o ask ol each sop=.

STEP1 STEP2

Listyour decision Look for rigks ard

objectives.

Wikt ar= thimir
chjsctivas?

Haw aani customsr
abjecties and other
stakebalder’s
abjectives be
aligned 7

‘What ere the
priarities?

opparunities.

‘When aculd these
arcumstances ans=?

Thi fallowing twa sub-sactions will guids you thraugh sach stage In Figurs 6.

] What ere MAMs Wihet could threaten o

= customer’s ard =nhanas my W

chijzchives? abiity o aahieve rmy

e objecties? £

= “"ﬂd!;:; B staks o sauld these ir
d=cisian? aFcumsances anss?




OMTROL

CONTROLLING

your risks

and opportunities

Rizk contol iz e pendiimole goge of
th= risk and cppotunity manogemend
prres, The prpos iz b0 ow= ihe
repart ond information pioradad by the
Momirmied Risk Asesor o dacide:

B Yhether o respones iz jusified

H 'Yha tha respanee should be.

H Horw the iegporee should be
impl=mani=d.

B \Vhen ihe msponse shoud be
impl=meani=d.

B \ho has esponsibilty For
impl=meaniing the rasponss.

) I T

MONITORING,
reviewing and learning

from your risks and opportunities.

Moniloing, reviewing ond leaming i ke linol zage of te sk ond
oppatunity marogemenl procex. The purpoze of this sioge iz o ereue thai;

B Exch p2ron inwched in the impl=menidion ol o conid regorme doss os
plonned

B Ceoniol mecmures havwe e desied impodt

B 1440 siall ond extemol sidk=holders are kept infomed of progress oward:
implemerioion and resaluiion,

B Furher risks or cpponiinifies that moy ariz= duting implerentoion ae
deiscied ad esponded io.

B l==sons ar= eami lor hutrs rizk ond oppordunity manag=men

m mlm




IDEMTIFY
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pro-acfive

Influence Magrams

rlherce diograms con help reved bow ard when a risk o cppodunity might
ariz= by ploting the chains of svents hat l2od 1o them. &0 =ampls i provided
balosw, which shows cankibuory =venis |dingond amows| thai combire iz
produce a coabavemun (e risk and horizorial omow).

o Maierinls et
ihrill Relalione. . yyeirsing Gontis Inflaticn
Peyy and
Entit Is
il 2 rike Homge Cosls
e Safety Suply Camege
Cuburl Oiflsrerces Hours of Wark
Coat
dwaiabiity | ot
J Aeliakiliy Infamabon Supply
Supply ;
Bafety B Cemag= Design Changes
Equipment mainierance Design

Cansinuciing on irfuerce diagram iz simple and invohess dividing the main risk or
oppariunity imls s sub-component il its oigins ar= idertified . This process con
b= fariliiaed by waorking backsards from the everioal risk or oppartunity, asking
“what codd core? quasiors. In te above momple relding 4o 0 cost iange
taibire, te chain of serk depicked would hoe svobed fom asking the fdlewing
quasiions:

1.%hat could cause a cod oerurd
Arewsr - Industid rlaliore problems, maenals problemes, squipment
martenarce problems, d=sign poblem: s,
2. Whai could cavss makenak poblems?
Arewar - suppy problems, siomgs problem:, domogs =ic..
3. Whai could cavs= high siomge oosis?
Arawear — inflation =ic.

You shoud we e dom providsd in Apperdix F o ool any risks or
opportunifes idertili=d, coreidenrg how and when o risk or oppodunity might aris=.

| Adopied Faorn Shan, LY |1953 Mik Monogarssst, In Bad, B ond Cetalecs, G-(ach] Railding in soha, Brechd loadcs

- pro-active

By ire=rting redationships firflusrces bebsean comporents within a sysiem mag, o
systeme inlence diogram can be produced highlighling horiber potertiol scurces
of poertial riske ond oppoturities in the melliondhips themsshes, This i
illuzhated below.

=3

=)— E (=)

Cormiruction
Wakers

Figure 12: Typical sydem inlienca map of o gadium pejed

Yfau shoukd v the form provided in Appsndix F o recend any risks or apporuniies
id=nified, comid=rirg how and when a sk or opportunity might arise.

IDEMTIFEY

AMALYSE

COMTES

JAMITOER

IDICE?

FREL

a7



How do | calculate probabilities?

s

Simulaticn

Tha problem with serstiviy ondysis is ils omumplion that or= con el
varioHes in ischiion, whemas in pradics, warinlions in o= vaiabl= are linked @
varigicns i onother. This can be edmsed o some =xiendt by simuaion
t=chniques, which hove be=n developed to corsider how o particlor combinaion

of ciicumskances can impad upon o conkacts suco=m

Simulation i= a mmpling meihed which mrdomby drass valess fom be bl onge
o individud probatilite disiibitiors developad lor o decision. || pioides o
wyzlemalic evdludtion of di=moive decision sidegies ond oucomes and ssanches
ler the cplimum ore. Compuiers o ess=niial ko underiake this poces ond e
number ol varioble combirations con rn o 1000, b affect, the compuer oo m
an expaimenial labomiory whae the contioc con be on overand-ower ogain in
dil=e=nt combiroiions of dioumsiancesosumptions. The culpa o (ks pooes &
a pmobaobility digibuion for your whole dedson, which combires ol e
indiidual probokility diskibutions of the diferent risks onpd opporrilies
amonided with i, & typicd simuoion cuipal is ilksimed bedos

[ e e

In the: obave eacmple, the most likehy vobe for be poject [s== probabilty density
funciion] i jusi over $8m, which might b=come cur bid. Abio, sine= b= goph &
shmwemd i the righi, th=e iz o greater chance of being ower s walu= ban under
which is ilgmisd 0 he comuiative density bonction goph. Thi ilusioies fe
b=veds ol probmbiity thal we can delier o conimct lor oy 2pedific mics. For
=mample, wa ore almest ceriain 1o be obls o undadaks this conledt e $20m
|Probakilite of 1| bt we onby hove o 17% (Frobakily of 0.17) chac= ol
underaking il kr $5m. This iz very uzehul For irdicating bevels of risk in making
difbent decizsior.

How do | calculate probabilities?

Sensitivity analysis

Al decizions wil haws on amay of risks and cpportuniies with dilleeni probabili
digribuicns. Howswer some e mop be moe significant in ems ol ber
potb=niinl impoc! upon your objecives fon ches Sensitviby ondysis olows you io
mank the relaive imporionce of dfl=ent ritks and opporunilies and, theeby
mamne your resoures mote =lfectively, In esenos, it idedili=s the muiiplisr 2ll=ci
of differani risks upon your objecies, indiciing how =i the conkact is o
changes in the mognide ol sach. b inwches ading “whaol i# quedios ond
=uperimaning wih Ihs osumplions undarying a contmcl siategy. For eaompds, o
copilal expendiue decizion o specily o French mondocived chiler unil codd
fore o wholes vanisty of risks by be padicdorky =nsiiive i upply poblems

The culpuil ol s=nsilvity onalysiz is a “spidar diogram”, az ilkeimied bl

i'--
j'l‘--

AMALYSE




HOW DOES ROMS WORK?

STEP 1

Stakeholder analysis and common objectives.

v
STEP 2

Identify risks and opportunities to those objectives.
v

STEP 3

Assess their magnitude and priortise them.
v

STEP 4

Develop an action plan to minimise risks
and maximise opportunities.

v
STEP 5 Record the
whole process in s
Monitor action plan and review it, if needs be. a ROMP .
STEP 6

A

Learn lessons and improve practices.




FLEXIBILITY

COMPLEXITY

DESCRIPTION

Simple

Complex

A minimum standard to be
employed in all decisions.

A standard to be employed in
decisions of medium risk and
opportunity.

A standard to be employed in
decisions of high risk and opportunity.




DECENTRALISATION

SUPPLY CHAIN RISK MANAGEMENT



Awareness

Application Skills

Resources

Confidence Image

Processes



Visible statement of core values and commitment to best practice.

Simplification and standardisation of MFM’s systems and practices.
High quality project documentation.
Fewer unforeseen problems and more opportunities.

Reduced insurance premiums

Open and transparent relationships with business partners.



Better use of peoples’ experience and expertise.

Confidence in ability to manage risky projects

Greater efficiency, competitiveness and profitability

Happy customers and more business



In theory, the perfect ROMS is deceptively simple to produce.

Easy to change peoples’ behaviour but difficult to keep it changed.

Educate you supply chain and clients.

Senior management commitment is critical to success.

Beware of the FISKS Of risk management.



