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World Bank/ IBRD/ IDA

The risks the Bank is concerned with are risks to achieving
the results of the operation. What is needed Is an approach
that

*helps teams design operations that take into account the
operating environment,

e links risks to desired results and development objectives,

e differentiates projects on the basis of risks and allows a
closer link to resources,

e creates a better environment for learning about risks, and

eallows the Bank to examine the risk attributes of the
portfolio.
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A comprehensive framework for considering

Investment lending (IL) risks—
o operational environment risks,

e Implementation agency risks,

e project risks, and

 stakeholder risks—and

e mitigation measures.

Using this framework;

 the level of risk are determined at the early stages of project
preparation.

o Low-risk operations are processed with simpler
documentation and procedures

» Higher-risk projects follow the full process
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e The risk assessment continues through implementation
and the risk profile updated at least annually to
facilitate early identification of problems and a prompt
response to them.

e the framework also allows risk assessment of the
overall portfolio for various levels of the institution.
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Governance system

Risk System Governance
Governance structure for the risk system is integrated into project processing, is
executed in a collaborative way,

» differentiates governance and budgetary decisions by risk,

» provides a third-party perspective,
» The structure calls for independent risk verification using both corporate and

Regional resources.
o clarifies the roles of various units and accountabilities for task teams, country and

sector management units, and Regional management and quality teams.

Supervision and Implementation Support
most of the emphasis on inputs, process, and oversight of compliance.
The Bank tends to allocate insufficient resources to supervision.

@ Shehzad Akram 4/5/2012 /




e Culture shift needed —from a culture of supervision
to a culture of implementation support, in which
teams spend a greater proportion of available
resources to help clients address implementation
Issues, quickly resolve problems, and build capacity.

 Incentives to support this shift are also needed, as
part of a general culture change that seeks to value

Implementation results more highly than is the case
today:.
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Risk Approach to Investment Lending

e Risks to what?

* Risks to achieving development effectiveness as reflected in the
results to be generated by Bank operations.

 Strengthening the risk approach contributes to strengthening the
results frameworks of investment operations.

* Development objectives and the monitoring systems to measure
progress have to be clear if risk analysis is to be properly
undertaken.

e Risk During Life Cycle
e During preparation, the risk assessment system provides

 an early check on the clarity of the results framework. During
Implementation, risks can be properly monitored only if the
results monitoring system provides reliable information on
progress.
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e Flexibility in Project Preparation.
e Strengthened Implementation Support.
» Portfolio-Level Risk Assessment.
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e

B. Link to the Overall Bank Risk Management System

Strategic

risks

Figure 1. Relationship between Institutional Risk Framework and IL
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Operational Risk Assessment Framework (ORAF)

Figure 2. Operational Risk Assessment Framework for Investment Lending

STAKEHOLDER RISKS OPERATING ENVIRONMENT RISKS
FORTHE OPERATION

2.2 Institutional Risk
(Sector / Multi-Sector Level)

2.1 Country
Ri=k

Folitics & Ownership Accountability Institutional I"ﬁ?aﬁ?gal Decision Policy
Governance & Oversight Capacity Corruption Making

1.1 Stakeholder
Risk

Sociely IMPLEMENTING AGENCIES RISKS (Including FM & PR risks)
ocie

3.2 Governance Risk 3.1 Capacity Risk

Donor Relations
Decision Making Resources Frocesses & Systems

4

Environment

Accountability &
Owversight

Borrower
Relations

Secur ;
Yy Behavior & Norms 4.1 Design | |4.2 Safeguards| |4.3 Program & || 4.4 Delivery
Risk Risk Donor Risk Quality Risk
OtherKey Civil Society Ownership Technical
Relations ' Complexi - P N
Capacity plexity Envirenmental Dep:r:'l?:lznrgies Sustainability
i Geographic
Systemic c 3.3 Fr?ud:: k Dispersion Social Donor Measurabilit
Bank Image & Fraud & orruntion Ris Amangement Collaboration ¥
Brand Corruption Prevalence of F&C Complexity
) o Other Donor Delivery *MContract .
Economic Design Flexibility anagemen

Transparency &
Controls

Management

4.5 Other Risks (Top 2)

Source: IL Reform Working Group.

@ Shehzad Akram 4/5/2012 /




Principles Behind the Risk Categories.
There are four basic principles behind the categories.
o designed to be comprehensive without being overwhelming.

o come with a standardized set of definitions and guidelines,
enabling a more uniform application across operations and across
Regions.

 provide an integrated risk view, notably at the agency level

e Most importantly, the lens for the work is the link to
development objectives.

For instance, task teams will first define the key results they aim to achieve in meeting
project objectives and then, using a set of guiding questions, rate the various risks to the
operation’s ability to achieve those results and objectives. The analysis is required at the
project level, but teams can use the methodology to identify risks at the component level
if that proves helpful to their needs.
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e Risk Rating

e Timing for Mitigation

» Use of the Risk Framework Throughout Implementation
e Assessing Bankwide Portfolio Risks

* Risk System Governance

e Building on leading practices in risk management, both the
risk framework and its proposed governance system are
designed to be an integral part of the project appraisal and
Implementation process, not an add-on.

* (a) Integration. Risk governance should be an integral part of
the overall governance structure of an organization, and risk
management should be an important part of the roles and
responsibilities of all management layers involved.

* (b) Collaboration. Risk assessment and management should
be executed through a collaborative team effort.
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e (c) Third-party perspective. Objectivity should be
Institutionalized in risk processes by including an
Independent, third-party perspective supported by
objective, well calibrated tools in risk assessment.

e (d) Work flow differentiated by risk. Governance and
budgetary decisions should be differentiated by risk level.

* (e) Dynamic process. The approach should be dynamic,
with a mechanism for reassessment during implementation.

e Clear corporate ownership of the framework. IL risk
processes and reporting should be owned by a corporate
function to ensure quality, harmonization, transparency,
Integrity, and regular review and refinement of processes
and tools.
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Roles and Responsibilities

Figure 3. Risk Governance Framework
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Independent Risk Team

e powerful leading practice for effective implementation of
a risk-based approach iIs to use an independent advisory
Risk Team—not an entity with management approval
authority, but a reliable and knowledgeable resource for
both project teams and management approval bodies.

* The Risk Team assists Regional and country teams in four
ways.

e Provide a constructive challenge to task team risk evaluations

 Introduce expert insights and learning

e Provide an advisory opinion for management consideration

o Expedite the risk skills transfer process and enhance portfolio
Impact
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Table 2. Risk-Based Approach to Preparation and Implementation Support

*  OP 8.00 operations are an example of
high-risk operations with fast-track
preparation and enhanced IS

Source: IL Reform Working Group.
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Problem Projects. Bankwide problem projects have remained stable over the past years
but increased minimally in Q4 FYQ09, with 15 percent of projects in the current portfolio
rated as problem projects compared to 12 percent in FY08. Projects at risk have grown
from approximately 18 percent at the end of FY08 to the current level of 22 percent

Figure BS. Portfolio Quality Indicators
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Washington State Deoartment of
Transportation

Project risk management Is a scalable activity and should
be

e commensurate with the size and complexity of the
project under consideration.

e Simpler projects may utilize simple qualitative
analysis as found in the Project Management Online
Guide in the Risk Management Plan spreadsheet.

e Larger more complex projects may wish to use more
robust analysis techniques via Monte-Carlo simulation
models.
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e “No construction project Is risk free. Risk can be
managed, minimized, shared, transferred, or accepted.
It cannot be

e ignored.”
Sir Michael Latham, 1994
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Various types of risks

LiE T Description Sample objectives
management
Generic Risk: any uncertainty that, if -

it occurs, would affect one or
more objectives.

Project risk
management

Project Risk: any
uncertainty that, if it occurs,
would affect one or more
project objectives.

Time, cost, performance,
quality, scope, client
satisfaction.

Business risk

Business Risk: any

Profitability, market share,

management | uncertainty that, if it occurs, competitiveness, Internal Rate
would affect one or more of Return (IRR), reputation,
business objectives. repeat work, share price.

Safety nisk Safety Risk: any uncertainty Low accident rate, minimal

management | that, if it occurs, would affect lost days, reduced insurance

one or more safety objectives.

premiums, regulatory
compliance.

Technical risk

Technical Risk: any

Performance, functionality,

management | uncertainty that, if it occurs, reliability, maintainability.
would affect one or more
technical objectives.
Secunity nisk Technical Risk: any Information security, physical
management | uncertainty that, if it occurs, security, asset security,

would affect one or more
security objectives.

personnel securty.

Credit: David Hillson, Effective Opportunity Management for Projects
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/STATEMENT OF POLIY: Project Risk Management and Risk Based Estimating

It is the policy of the Washington State Department of Transportation (WSDOT) to conduct
risk based estimating workshops for all projects over $10 Million (PE, R/W and Const).
These workshops provide information to project managers that can help them control scope,
cost, schedule, and manage risks for all projects. This policy reaffirms the requirement that
a risk management plan is a component of every project management plan.

Levels of risk based estimating, in support of risk management (E 53.00):

Required Process

Project Size (S) (project managers can use a higher level process if desired)

Less than $10 M | Qualitative Spreadsheet in the Project Management
Online Guide’

$10 M to $25 M | In-formal workshop using the Self-Modeling Spreadsheet!. 3
$25 M to $100 M| Cost Risk Assessment (CRA) Workshop: 2

Greater than Cost Estimate Validation Process (CEVP®) Workshop?
£100 M

1 In some cases it is acceptable to combine the Value Engineering Study and Risk
Based Estimating Workshop.

2  Projects $25 Million and over should use the self-modeling spreadsheet in the
scoping phase risk based estimating process, followed up by the more formal CRA
or CEVP®E process during the design phase.

3 AN informal workshop is comprised of the project team (or key project team

members), other participants may be included as the project manager/project team
deem necessary.
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CRA

CEVP®

Waorkshop length

1 -2 days

3 — b days

Subject Matter
Experts

Internal and local.

Internal and external.

Timing (when to
hold workshop)

Anytime. Typically updated
when design changes or
other changes to the project
warrant an updated CRA.

Best to start early in the
process, major projects

typically updated as needed.

are

General

An assessment of nsks with
an evaluation and update
of costs and schedule
estimates.

An intense workshop

that provides an external

validation of cost and
schedule estimates and
assesses rnsks.

Mote: Workshops are orchestrated by the Cost Risk Estimating Management (CREM)
unit of the Strategic Analysis and Estimating Office in HQ in collaboration with the

project manager. The project manager submits a workshop request and works with
the CREM unit to ascertain the type of workshop required and candidate participants.
See WSDOT Guidelines for CRA-CEVP workshops for more details.
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We can think of risk management as depicted above, the two pillars of risk management are
“IDENTIFY and ANALYZE” the risks then, as depicted in the second pillar “RESPOND,
MONITOR and CONTROL” project risk.
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ST;:J[ES?:‘I} Risk Assessment Level Notes
. Project Team Risk Assessment , -
o Project Management The Prc_uect team assesses each |denhﬂgd
- S 0to10 | Online Guide (PMOG) Risk _nsk for its prnpamlltj of occurrence and its
E E Management Plan Impact on prnlecﬁ objectives. Prr:u:act teams
s Qualitative Tool may request as_mstann:g from subject mat@er
i . : experts or functional units to assess the risks
. Project Team Risk Assessment | i, their respective fields. The self-modeling
hr 101025 | Seli-Modeling Spreadsheet | 5oraadsheet can be used for any project.
Quantitative Tool
= Tz TRl Teseeroa _The team, wnrkiqg collaboratively with |
—~ E % | 2510100 | (CRA) Workshop mdepende_:nt subject matter experts, reviews
Ea - Quantitative Tool and/or validates cost and schedule estimating
" S :
o ¢ < and identifies, characterizes and analyzes
o _ L risks. Accomplished in a structured workshop
s < E Cost Estimate Validation setting. Modeling can be accomplished with off
2u< Over 100 F’mces:s. {'[;EHP} Workshop the shelf software or using the self-modeling
i Quantitative Tool spreadsheet
Determine the Level of Risk Assessment
Shehzad Akram 4/5/2012




Less Formal Risk Assessment
(does not require a Formal Workshop)
Milestones include:

Formal Workshop (CRA/CEVP)
Milestones include:

+ Project Scope, Schedule and Estimate are
complete (apt for the level of development)

+ Prep meeting (initial review of areas of
concemn, determine tool qualitative or self-

modeling)

+ Risk Meeting (nsks are identified and
charactenzed)

+ Risk Response Actions Developed
+ Risk Response Actions Implemented

» Workshop Request Form submitted
» Project Scope, Schedule and Estimate are
complete (apt for the level of development)

» Prep Session (flowchart project; determine
subject matter experts; additional prep items)

+ Workshop
» Preliminary Results Presented
» Draft Report

» Final Report

Include Risk Management Milestones in the project schedule.
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 ldentify Risk Events
e How to ldentify Risk

e #1 Determine risk thresholds for the project (establish
a minimum dollar amount and time duration
considered significant for the project under
evaluation).

e #2 Focus on identifying large significant risks which
affect project objectives.

o #3 Carefully document and describe risks in a risk
register.
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Brainstorming - is an effective method. Brainstorming can range from a small informal project team
effort for simpler projects to a full-blown CEVF workshop. Effective brainstorming requires a skilled
facilitator, working together with the project team and specialists who can bring additional expertise.

Checklists and/or Questionnaires to specialty groups - checklists/questionnaires are a quick

and easy-to-use technique but limited in nature; they only deal with the items on the list. Each project
Is unique; hence a standard list will often not capture the project specific risks of most concem.
Nonetheless a checklist/guestionnaire can spark thinking prior to a more formal brainstorming process.

Examination of past similar projects - lessons learned from past projects help us to avoid repeating
mistakes; using past examples requires prudent and objective judgment, since a previous project may
be similar but is nonetheless different because each new project has unique requirements and features,
including uncertainties and nsks.

WSDOT Lessons Learned website:
http://eefmapps wsdot wa_gov/fmi/xsl/Lessons/Main_xsl|?-db=DebnefReporté&-lay=L essonWebForm&Mo
nthlyHighlight=Yes&-find

Combination of above methods and/or others - It is quite likely that for most projects a combination
of the above methods will be used to identify rnisks. The important thing is that once identified the risks
are properly documented.

Figure 2-1 Blank template for documenting identified risks (tailor to your needs).

Figure 2-2 Example of how template is used.

Figure 2-3 Risk Breakdown Structure for categorizing and orgamzing risks.

Figure 2-4 Example of rnisk identification using spreadsheet from Project Management Online
Guide found at: http://www wsdot.wa.gov/Projects/ProjectMgmt/OnLine_Guide/Phase Guides/Pre-
Construction/Pre-Construction_files/slide0001_htm

Risk Identification
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