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Failures - Projects and Businesses

� “Titanic”

� Baring’s Bank/Allied-Irish Bank

� Jubilee Line Extension

� Heathrow Tunnel

� DSS Computer, etc

� Electric trains without power supplies

� Detention Centre without sprinklers

Outline of Talk

� RAMP

� STRATRISK

� The scope for business insurance

� The opportunities for actuaries



2

RAMP

� For use in project appraisal

� Comprehensive framework

� Actuaries and civil engineers working
together

� Inadequate follow through to control stage

� Not enough attention paid to post-
construction risks

� Too much focus on easily quantifiable risks

� Too little attention to changing risk
exposures as life cycle proceeds

� No satisfactory method for combining risks

� Lack of consistency

Shortcomings of Current Methods

Consequences of Current Methods
� Differing standards

� Clients, investors and lenders cannot
rely on results

� Risks identified for mitigation can
remain unmitigated

� No framework for developing a record
of experience leading to improvement

� No reliable audit basis
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RAMP METHODOLOGY

� Outline of RAMP.

� Why it was developed.

� How it works.

� The whole lifecycle approach.

� Links with investment model.

� What RAMP achieves.

THE RAMP CONCEPT

� Think through at outset

� Identify and analyse risks

� Decide on risk mitigation

� Control residual risks

THE RAMP PROCESS
1. Process Launch

(at outset)

2. Risk Review

3. Risk Management
(construction and

operation)

4. Process close-down 
(when project ends)

Investment
Model
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A HOLIDAY WALK
� 1. Process Launch          - establish objective, eg an enjoyable walk, 

not back late,  no injuries or damage

� 2. Risk Review           - identify risks, eg storm, get lost, back too
late, barbed wire, mud, walk unpleasant

          - analyse probabilities and outcomes

          - decide on risk mitigation , eg take map,
boots, phone, wire-cutters

          - identify residual risks eg storm, time

� 3. Risk Management      - control residual risks during walk

� 4. Process close-down    - analyse what went right/wrong

           - draw lessons for future

INVESTMENT MODEL
� Choice of model � NPV
`  � IRR

� Payback period
� Other

� Discount rate/ � Public sector use 6% pa (real)
hurdle rate � Commercial firms may use higher rate

� Uses of investment � get a distribution of financial results
model with RAMP allowing for risk

� test risk mitigation options
� provide a basis for judgement on

financial viability

� enable risks transferred to be valued

HURDLE RATES
1. High Hurdle Rate (risk not explicit)

� Many worthy projects rejected
� High risk projects may get through
� Risks not mitigated

2. Lower Hurdle Rate (risk explicit)
� More projects probably accepted
� High risk projects eliminated
� Risks mitigated
� More work!
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RAMP - Work At Outset

� Define project objectives thoroughly

� Set basis for RAMP work

� Appoint Risk Manager

� Set Budget

RISK IDENTIFICATION
� Brainstorming
� Research - case studies, technical papers, safety reviews
� Interviews
� Risk matrix
� Review plans, documents, designs
� Site visit

� Assess causes of each risk
� Assess how risks related to other risks
� Enter in risk register

RISK ANALYSIS

� The meaning of risk
� Upside and downside risk
� Probability of occurrence (P)
� Impact (I)
� Expected Value (P x I)
� Probability distributions
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RISK ANALYSIS (continued)
CAUSES AND CONSEQUENCES OF RISK

Cause  Risk Event       Consequences

Untrained staff                  Loss to fund

Lack of clarity       Bad Public 
      Relations

Data wrong

      Manager dismissed

Computer wrong  

Benefits
overpaid

RISK MITIGATION

� Reducing or eliminating
� Transferring or insuring
� Avoiding
� Absorbing and pooling
� Reducing uncertainty

� Which mitigation options to adopt?

RESIDUAL RISKS
•   Identify residual risks
•   Can project go ahead?
•   Plan for risk control   -    containment plans        risk

  -    contingency plan          response
                                        -    contingency budget      plan
     -    crisis committee?
•  Communicate plans
•   Monitor risks - study “trends”
•   Control risks      -     review meetings

     -     reports
      -     revise risk response plan

     -    check project should continue
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RAMP - OTHER POINTS
� Scenario analysis/stochastic models

� Attitudes to risk

� Low probability, high impact

� Evaluating low probabilities

� Uncertain risks

� Real and perceived risks

� Dependency of risks

� Sensitivity analysis

Possible Applications of RAMP

� Project appraisal (eg new computer
system)

� PFI

� Decisions on lending/investment

� Purchase of a business

� Launch of a new product

� Reducing risks in an ongoing business

STRATRISK (1)

� Railtrack

� STRATRISK will focus on strategic
risks

� Water company example

� Dealing with uncertainty

� Proposed framework
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� How much risk can we afford to take?
� Unquantifiable risks
� Are we being told of all our risks?
� A portfolio approach? - will our risks

cancel out?
� A strategic control system
� Embedding risk management in the

company culture

STRATRISK (2)

Process for STRATRISK Project

� Development of intellectual framework

� Focus groups

� Handbook

� Dissemination

The Opportunities for Actuaries
� Government insistence on risk

management

� PFI Value for money

� Investment plans - Transport, Health,
Schools

� Consulting opportunities - risk
management

� Help develop STRATRISK !
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CONCLUSION
� Risk and finance at heart of “real” investment

� RAMP

� a framework for project sponsors

� a tool for risk sharing

� an aid for investors / lenders

� STRATRISK

� looking at the KEY risks

� Importance of risk mitigation

� Actuaries can be of real help


