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Project:

Risk Identification and Analysis (Based on the project you chose in APM)

The objective of this report is to identify project risks, prepare a risk probability matrix,
and carry out an analysis of selected risks. Referring to the project you select in
Advanced projects management APM course, your task is to prepare a risk
management plan that identifies potential risks in the selected stage of the project and
identify risk management strategies.

From the course content and readings, you know that the overall purpose of risk
planning is to anticipate possible risk events and be ready to take appropriate action
when risk events occur—to eliminate or reduce negative impacts on the project.

You may wish to begin this exercise with a brainstorming about potential risks to get
candidate risks “on the table” for consideration. And then identify and refine that wording
for risks that have some realistic chance of occurring in this stage. For example,
potential weather problems present a real obstacle to completing field data collection by
the planned completion date. It is also an issue that the project manager will ultimately
have to plan for, as opposed to other issues such as a major disaster (e.g., your office
burning down), is not a high-enough probability event that requires much time in
planning. As described below, you will select several of the identified risks and carry out
a risk analysis.

You will use the distilled list of risks to make a risk probability/impact matrix. The matrix
will have at least three categories (high/medium/low) for probability and impact.

Remember that it is important to name risks effectively—use words that describe the
risk event and point to the impact on the project (e.g., “injury of field technician disrupts
data installation work?).

After completion of the risk matrix, document a risk analysis for the selected risks. This
detailed documentation for that selected risk will include:

« a description of the risk and potential impacts (schedule, quality of work, cost, etc.)
on the project.

« indicators or triggers that would be monitored to help identify the risk as early as
possible.

« specific risk response strategies to take.

Using probability and impact matrix calculate the Expected Monetary Value (EMV) for
all risks that have the impact in terms of cost $$.
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Firm type variation in the cost of risk management

Introduction

In theory, firms can use capital markets to efficiently manage the price risk of inputs
such as steel, corn, and oil. There is evidence that large, sophisticated firms make use
of these markets (Campello et al., 2011; Rampini et al., 2014; Gilje and Taillard, 2017).
Yet we know little about how small, privately owned firms manage input price risk.
Whether small, private firms manage risk efficiently is important, as they are responsible
for about half of U.S. GDP (Kobe, 2012). This paper offers the first firm-level study of
risk management among privately owned firms, and the first comparison of the cost of
risk management across firm types, including variation in firm ownership (public, private,
family), size, industry diversification, and credit rating. The results shed light on the
degree to which information, collateral, and other frictions affect the cost of risk
management among small businesses.

Institutional context

This section first explains how highway procurement auctions operate (Section 2.1),
explains how firms manage risk in practice (Section 2.2), and then describes the
insurance policy in Kansas that is used for identification (Section 2.3).

Data used in Main analysis

This paper primarily relies on comprehensive, detailed data on lowa and Kansas DOT
auctions and payments between 1998 and 2012. The sample is restricted to asphalt
road paving projects, which are bitumen-intensive. The primary outcome variable in the
analysis is the unit item bitumen bid, which is the per ton bitumen bid within the larger
total project bid. A secondary outcome variable is the total bid for the paving project per
ton of required bitumen, which accounts for the possibility that



Estimation approach

This section first presents the estimation strategy (Section 4.1). It then discusses
potential concerns; specifically, whether lowa and Kansas were on similar paths before
the policy, and whether selection into projects or the fact that the policy was not
necessarily a surprise might bias the results (Section 4.2).

Insurance policy effect on risk pass-through

Estimates from Eqg. (1) of the insurance policy's on average risk pass-through are shown
in Table 4. The coefficient of —0.14 in column 1 means that a one standard deviation
increase in volatility, or a 14% increase, decreases bids in Kansas relative to lowa by
2%, relative to their pre-policy difference. Since paving firms in Kansas faced zero oil
price risk after implementation of the policy, the difference between lowa and Kansas is
the pass through of risk management costs. The implied

Heterogeneity in risk pass-through

This section contains the paper's main contribution, which is to assess heterogeneity
across firm types in the cost of risk management. Section 6.1 presents predictions from
the theoretical literature. The first empirical approach uses sample splits (Section 6.2).
The second uses the alternative risk measure to compare types of firms within a single
regression (Section 6.3). Mechanisms are discussed in Section 6.4.

Real effects of the insurance policy

The final analysis in this paper assesses the policy's effect on Kansas' bitumen
procurement. This serves two purposes. First, if the policy did not affect project costs, it
likely did not reduce firms' cost of risk management (abstracting from any costs to
Kansas of administering it). Therefore, this exercise helps to confirm the plausibility of
the main results. Second, it is relevant to policymakers to understand whether the policy
was effective. The section first presents an empirical



Conclusion

In a highway procurement setting, this paper shows that government-provided
insurance against oil price risk significantly reduces procurement costs as well as the
pass-through of risk to product market prices. Financial constraints and costly distress
best explain why some firms find value in relaxing constraints on risk management. The
results are relevant to settings where there is a question of risk allocation among parties
in a transaction. For example, a related policy question is capital
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