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1 . Clas s  Dis c us s ion  – Carry-ove r from  Se s s ion  4  
 
In  ou r  en th u s ia s t ic a n d  a n im a ted  d is cu s s ion  du r in g Ses s ion  4 , we, 
u n for tu n a tely, d id  n ot  h a ve s u fficien t  t im e to d is cu s s  “Un deres t im a t in g Cos ts  
in  Pu b lic Works  Projects  – Error  or  Lie” by Flyvberg, Holm  a n d  Bu h l; a s  well a s  
th e “Foes  of Globa liza t ion .” 
 
“Un deres t im a t in g Cos ts  in  Pu b lic Works  Projects  – Error  or  Lie” 
 

• Do you  a gree or  d is a gree with  th e fin d in gs  of th e th ree a u th ors ? 
 

• How wides p rea d  do you  th in k  th e ten den cies  to u n deres t im a te p roject  
cos ts  a re?  Wh a t a re th e r is ks  for  d ifferen t  s ta ke h olders , a n  
a rch itect / en gin eer , a  fin a n cier , th e own er  (pu b lic or  p r iva te) a n d  a  
con s tru ct ion  firm ? 

 
• Wh y th e d ifferen ce in  a ccu ra cy between  fixed  lin k  p rojects  a n d  roa ds ? 

 
• Wh a t a re r is ks  for  th e in tern a l opera t ion s  of a  con s tru ct ion  com pa n y?  

How wou ld  you  p rotect  you r  firm ? 
 

• Wh y do ra il p rojects  s eem  to be th e h igh es t  overru n s  of th e th ree 
a rea s  s tu d ied  a n d  tu n n els  m ore d ifficu lt  to es t im a te th a n  b r idges ? 

 
• Do you  a gree with  th e fir s t  pa ra gra ph  on  pa ge 285? 

 
• Bes ides  th e a u th ors ’ view th a t  cos ts  were pu rpos ely u n ders ta ted , 

wh a t  oth er  fa cts  m a y h a ve con t r ibu ted  to th e s ign ifica n t 
u n deres t im a t ion  of cos t  a n d  wh a t  a ct ion s  ca n  we ta ke to correct  th es e 
ten den cies ? 

 
• Do you  a gree with  pa ra gra ph  two of p a ge 288  th a t  u n deres t im a t in g 

cos ts  m a y s a ve pu b lic fu n ds ? 
 

• Wh a t if a n y is  th e “ob liga t ion  to t ru th  in  th e dem ocra t ic p roces s ,” pa ge 
288? 

 
• How does  th e “regu la tory en gin eer” is s u e th a t  we d is cu s s ed  in  Ses s ion  

1  h a ve a n y bea r in g on  th is  a r t icle? 
 

• Wh a t a re you r  com m en ts  on  th e fou r  ca u s es :  tech n ica l, econ om ic, 
p s ych ologica l a n d  polit ica l, iden t ified  by th e a u th ors ? 

 
• Do you  th in k  th e wr iters ’ recom m en da t ion s  on : 
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- in crea s ed  t ra n s pa ren cy, 
 

- th e u s e of per form a n ce s pecifica t ion s , 
 
…wou ld  a llevia te or  redu ce th e p rob lem . 
 
“Th e Foes  of Globa liza t ion ” 
 
Du r in g th e U.S.-Ca n a d ia n  NAFTA n egot ia t ion s , George Sch u ltz s a id  h e cou ld  
u n ders ta n d  wh y th e Ca n a d ia n  AFL-CIO m igh t  oppos e th e a greem en t .  He a lso 
cou ld  u n ders ta n d  wh y th e U.S. AFL oppos ed  it .  Bu t , h e cou ldn ’t  fa th om  h ow 
th ey both  cou ld  a t  th e s a m e t im e! 
 
How is  th e Olive  Tree  s t r ik in g ba ck , e.g., th e “ a n t i-globa liza t ion  ba ck la s h  we 
h a ve s een  in  Sea t t le;”  Gen oa , th e r is e of religiou s  fu n da m en ta lis m ; a n d  th e 
a t ta cks  on  th e World  Tra de Cen ter  a n d  Pen ta gon , etc.  Wh a t  ca u s ed  it?   As  
n oted , Ellen  Fros t , Sen ior  s ea rch  Fellow a t  th e In s t itu te of In tern a t ion a l 
Econ om ics , cla im s  th a t  “ globa liza t ion  h a s  clea r ly been  both  overs old  a n d  
dem on ized  a n d  globa liza t ion  becom es  a  s ca pegoa t  for  th in gs  th a t  wou ld  h a ve 
h a ppen ed  a n ywa y.  Th os e wh o believe in  th e va lu e of globa liza t ion  m u s t  be 
ca u t iou s  n ot  to cla im  for  it  m ore ben efits  th a n  it  p rovides .”  
 
Wh o a re th e foes ?  Wh y do th es e foes  in clu de s u ch  va r ied  grou ps  a s  J os eph  
St iglitz, Pa u l Sa m u els on  a n d  oth ers  wh o a re qu es t ion in g th e ben efits  of 
globa liza t ion , religiou s  fu n da m en ta lis ts , th e d is en fra n ch is ed , green s , r ich , 
s u ppor ters  of th e s low food  m ovem en t  (Ita ly), oppon en ts  of GMO?  Wh y a re 
th ey p rotes t in g?  Are th e oppon en ts  rea s on a b le? 
 
Toda y’s  s es s ion  will dea l with  r is k  a s s es s m en t  a n d  m a n a gem en t . 
 
2 . Ris k Manage m e nt  Tac t ic s  
 
As  you r  ca reer  p rogres s , in  a dd it ion  to h a rd  work , com m itm en t , s k ills  a n d  
kn owledge, cr it ica l keys  to s u cces s  will m os t  likely in clu de, a s  we n oted : 

 

• a  clea r  vis ion  a n d  u n ders ta n d in g of th e d irect ion  th e AEC field  will be 
ta k in g; 

 

• a n  a b ility to recogn ize, a s s es s  a n d  m ea s u re r is k ; a n d  
 

• th e a b ility to s epa ra te fa ds , e.g., rea l es ta te ca n  be liqu id , Telcom  will 
grow 40% a  yea r , m u lt iyea r  com pu ter  lea s es  a re via b le, etc.,  from  lon g-
term  s h ifts  in  a  field , e.g., a  p referen ce for  p rogra m  m a n a gem en t , 
ou ts ou rcin g, wh ile exp loit in g, a n d  t im ely-exit in g s h or t -term  fa ds . 
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Few a rea s  will be a s  cr it ica l to you r  lon g-term  s u cces s  in  th e in tern a t ion a l field  
a s  you r  a b ility to p roper ly iden t ify, u n ders ta n d , defin e a n d  m a n a ge r is k . 

 
All too often , even  th e m os t  p rom is in g, crea t ive a n d  s u cces s fu l in tern a t ion a l 
AEC m a n a gers  a n d  th eir  en terp r is es  s tu m ble beca u s e of fa ilu re to p roper ly 
u n ders ta n d , m a n a ge a n d  a ccom m oda te r is k . 
 
Ris k  m a n a gem en t  is  ba s ica lly p rocedu res  or  a pproa ch es  to iden t ify r is ks , 
p roper ly defin e a n d  eva lu a te th em  a n d  t ry to m a n a ge th eir  im pa cts  on  you r  
bu s in es s  p ra ct ice or  p roject .  Bu t , th e key is  to be a b le to recogn ize r is k .  All 
too often , r is k  m a n a gem en t  focu s es  on  th e les s  cr it ica l elem en ts  or  m in u t ia e, 
e.g., “ fa ta l fla w” tech n ica l a n a lys is  of th e $3 .2  b illion  a t  J FK Airpor t  
Redevelopm en t  Progra m , wh en  in  fa ct , th e rea l con cern  wa s  th e im pen d in g 
ba n kru p tcy of TWA a n d  Pa n Am , th e two la rges t  in tern a t ion a l ca r r iers  th en  
s ervin g J FK.  Th e in tern a t ion a l AEC fields , u n for tu n a tely, m eld  th e n orm a l 
r is ks  in h eren t  in  m os t  s ectors  with  th os e u n iqu e to in tern a t ion a l bu s in es s , 
globa l in ves tm en ts  a n d  la rge-s ca le p roject  delivery in to a  ver ita b le “witch ’s  
b rew” th a t  often  s er iou s ly da m a ges  or  des t roys  m a n y firm s . 
 
In  recen t  yea rs , th ere h a ve been  s ign ifica n t  a dva n ces  in  th e a pp lica t ion  of 
m odern  s ta t is t ica lly-ba s ed  r is k  m a n a gem en t  to th e bu s in es s  wor ld .  An d , wh ile 
a t  t im es , a bu s ed  or  m is u n ders tood  (LTCM, der iva t ives , op t ion s , h edges , etc.), 
few fields  requ ire th e degree of s ou n d r is k  m a n a gem en t  th e in tern a t ion a l AEC 
field  ca lls  for . 
 
As  with  s o m u ch  of s u cces s fu l m a n a gem en t , th e developm en t  of a n  a ppropr ia te 
r is k  a s s es s m en t / r is k  m a n a gem en t  s t ra tegy for  a  firm , s ta r ts  with  th e firm  
kn owin g its  s t ren gth s  a n d  wea kn es s es , a n d  decid in g wh a t  degree of r is k  it  is  
a b le a n d  willin g to a ccep t . Firm s  a re typ ica lly a b le to h a n d le, a n d  rem a in  
com for ta b le with , d iffer in g degrees  of r is k .  It  is  im por ta n t  to fir s t  u n ders ta n d  
wh a t  is  tolera b le.  Th is  is  es pecia lly t ru e for  m ed iu m -to-la rge en terp r is es  wh ere 
s en ior  m a n a gem en t  m u s t  con vey th eir  r is k  tolera n ce a n d  a p pet ite to m id -level 
m a n a gers  a n d  m a rk eters  to a void  over ly a m bit iou s  or  over ly r is ky in it ia t ives .  
Secon d ly, th ey h a ve to a s s es s  wh eth er  th e retu rn  on  in ves tm en t  th ey will, or  
a re likely to, ob ta in  from  th eir  en t ire p roject  por t folio, or  cer ta in ly th e h igh er  
r is k  elem en t  of th e por t folio, is  com m en s u ra te with  th e degree of r is k  th ey a re 
a s s u m in g. 
 
On ce you  h a ve es ta b lis h ed  you r  pa ra m eters , it  is  im por ta n t  th a t  th e firm  th en  
review les s on s  lea rn ed  s o it  does n ’t  con t in u a lly repea t  th e s a m e m is ta kes  (e.g., 
Morr is on  a n d  Kn u ds en , Eba s co, Ka is er ). 
 
Th es e com m en ts  s eem  ra th er  obviou s , s im p lis t ic a n d  s tra igh tforwa rd , bu t 
m a n y firm s  h a ve s h or t  m em ories  a n d  even  s h or ter  r is k  m a n a gem en t  overs igh ts  
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a n d  con trols .  Opp or tu n it ies  a n d  a pproa ch es  th a t  m a y well h a ve ben efited  
com pet in g firm s , or  a re cu rren t ly popu la r  (th e fla vor  of th e m on th ), ca n  often  
be d ropped  if th e firm  h a s  h a d  poor  p r ior  exper ien ce in  th is  a rea .  Glib  
con clu s ion s , e.g., rea l es ta te is  liqu id ; cu rren cy r is ks  ca n  be m a n a ged  with ou t  
h edgin g; corpora te gu a ra n tees  ca n  be p rovided  to wea ker  pa r tn ers  or  
u n con s olida ted  s u bs id ia r ies ; a re a m on g th e a rea s  th a t  m u s t  be reviewed  a n d  
on ce gu idelin es  a re es ta b lis h ed , ca n  often  p rovid  th e ba s is  for  ra p id  go/ n o go 
decis ion s  before s oph is t ica ted  a n d  often  com plex a n d  cu m bers om e r isk  
a n a lys is  n eeds  to b e a pp lied .  Ma n y is s u es  a n d  decis ion s  th a t  a re frequ en t ly 
a ddres s ed  u n der  r is k  a n a lys is  ca n , in  fa ct , be elim in a ted  in  s u ch  go/ n o go 
a n a lys es . 
 
In  a dd it ion , a  n u m ber  of th e is s u es  th a t  a re ra is ed  a n d  a ddres s ed  in  r is k  
a n a lys is  m a y n ot  t ru ly be cr it ica l to th e s u cces s  or  la ck  of s u cces s  of a  p roject , 
en terp r is e or  u n der ta k in g.  It  is  im porta n t  to s epa ra te th e “ ch a ff from  th e 
wh ea t .”   Oth erwis e, a  grea t  dea l of effor t  is  s pen t  on  s pu r iou s  or  m a rgin a l 
a n a lys is  of wh a t  a re es s en t ia lly les s  cr it ica l is s u es . 
 
Th e econ om ic p r in cip le govern in g r is k  m a n a gem en t  a n d  t ra n s fer  is  th a t  th e 
r is k  s h ou ld  be a lloca ted  to wh oever  is  bes t  a b le to m a n a ge th a t  r is k .  However , 
r is ks  s h ou ld  n ot  be s im ply t ra n s fer red  for  th eir  own  s a ke – th e goa l is  th e 
op t im a l a lloca t ion  of r is k  to p rodu ce th e bes t  va lu e for  a  p roject  or  p rogra m .  
Fu r th erm ore, r is ks  a re often  perceived  d ifferen t ly by d ifferen t  pa r t ies  a n d  th e 
percep t ion  of th e r isk  by th e pa r t icu la r  s ta keh older  is  often  a s  im por ta n t  a s  th e 
a ctu a l r is k .   
 
On ce you  h a ve p roper ly iden t ified  a n d  eva lu a ted  r is ks , you  h a ve fou r  ba s ic 
ch oices : 
 

• As s u m e th e r is k  (if you  th in k  you  ca n  con trol it ) 
 
• Sh a re th e r is k  (or  redu ce you r  expos u re) 

 
• Sh ed  th e r is k  (t ra n s fer  it  to a n oth er  pa r ty) 

 
• Sell th e r is k  (e.g., in s u ra n ce, h edgin g, etc.) 

 
a. As s u m e the Ris k  

 
Th is  m ea n s  th a t  you  eith er  in ten t ion a lly or  u n in ten t ion a lly s elf-in s u re.  E ith er  
r is k  s h a r in g, s h edd in g or  s om e form  of in s u ra n ce is  u n a fforda b le or  
u n ob ta in a b le, or  you  h a ve m a de a n  in form ed  decis ion  to a ccep t  th e r is k  for  a  
pa r t icu la r  a s pect  of a  p roject , you r  work  or  you r  en terp r is e.  In  cer ta in  
cou n tr ies , loca l la ws  m a y p rotect  you , wh ile th e s a m e is s u es  in  you r  own  
cou n try m a y be h igh ly r is ky or  vice vers a .   Here, p roper  defin it ion , delin ea t ion  
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a n d  a  s ou n d  u n ders ta n d in g of loca l lega l s ys tem s  a re cr it ica l.  In  too m a n y 
ca s es , th e cos t  of r is ks  is  in clu ded  in  “ con t in gen cies ” in corpora ted  in  b id  
p r ices , a n d  a ll too often , s u ch  con t in gen cies , like a  poor  fa m ily’s  s ou p , a re 
s t retch ed  to cover  a  m u lt itu de of r is ks . 
 

b. S h are the Ris k  
 
You  fin d  a  th ird  p a r ty (a n  in ves tor , p a r tn er  or  s u bcon tra ctor ) to a ccep t  a  
por t ion  of th e r is k .  Ta x s h elters  for  r ich  in ves tors  were lon g em ployed  to s h a re 
r is ks  in  rea l es ta te a n d  en ergy in ves tm en ts  in  th e U.S., a n d  join t  ven tu res  a re 
com m on  in  th e AEC field , wh ile Lloyd ’s  “ n a m es ”1  a n d  s om e ENRON 
pa r tn ers h ips  beca m e s yn on ym ou s  with  u n a n t icipa ted  s h a red  r is k . 
 

c.  S hed  the Ris k  
 
In  con tra ct  n egot ia t ion s , p rovide th a t  a  th ird  pa r ty ta ke a ll or  pa r t  of th e r is k .  
Th is  cou ld  be th e own er / clien t , a n oth er  m em ber  of th e tea m  (a  
ven dor / s u pp lier ), off-ba la n ce s h eet  (p roject-rela ted  or  s t ru ctu red ) fin a n ce, 
ou ts ou rcin g a n d / or  s u bcon tra ct in g, etc. 
 

d . S ell the Ris k  
 
In  a dd it ion  to in s u ra n ce, r is k  s h a r in g ca n  in clu de h edgin g, borrowin g in  h os t  
cou n try cu rren cies , bon d in g of s u bcon tra ctors  a n d  a  s u rp r is in g ra n ge of oth er  
oppor tu n it ies , in clu d in g expor t  a n d  cred it  gu a ra n tees , ven dor  gu a ra n tees  
(wa rra n ty, opera t in g a n d  m a in ten a n ce, etc.), a n d  a  va r iety of oth er  der iva t ives  
a n d  in s t ru m en ts . 
 
 
3 . In t e rnat ional Proje c t  and Inve s t m e nt  Ris k   
 
Here it  m igh t  be u s efu l to review th e likely r is ks  a n d  r is k  s h a r in g oppor tu n it ies  
fa ced  in  th e in tern a t ion a l AEC field , wh ile recogn izin g th a t  dom es t ic m a rkets  
s h a re m a n y of th es e r is ks  th ou gh  th e degree of s ever ity is  typ ica lly lower  (e.g., 
force m a jeu re, polit ica l u ph ea va ls , u n fa m ilia r  lega l s ys tem s ). 
 
 

                                       
1 In d ividu a l in ves tor / pa r tn ers  a t  Lloyd ’s  wh o a s s u m ed fu ll lia b ility for  in s u ra n ce covera ge 
p rovided  by th eir  u n derwr it in g s yn d ica te. 
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In tern a t ion a l p roject  r is ks  in clu de: Oppor tu n it ies  to s h a re, s h ed  or  a void  
th es e r is ks  in clu de: 

 
Project  Com plet ion :  

 
 

� Fa ilu re to a cqu ire la n d / s ite 
� La ck  of a dequ a te perm it t in g 
� Con tra ctor  term in a t ion  or  defa u lt  
� Clien t  defa u lt  
� La ws u its  
� La bor  s h or ta ge or  s t r ife 
� Arb it ra ry a n d  ca p r iciou s  

govern m en t  a ct ion s  
� Na tu ra l ca la m it ies  
� Ca n cella t ion  
� Polit ica l u ph ea va l 
� Force m a jeu re 
 

� J oin t  ven tu res  
� Perform a n ce bon ds  
� Specia lty s u bcon tra ctor  bon ds  
� Ba n k  gu a ra n tees  
� Liqu ida ted  da m a ges  cla u s es  
� Hos t  cou n try gu a ra n tees  for  

in dem n ifica t ion  
� OPIC-, COFACE- or  m u lt ila tera l-r is k  

in s u ra n ce 
� En forcea b le in tern a t ion a l d is pu tes  

p rovis ion s  
 

Project  Cos ts :  
 

� Fa u lty s ch edu lin g/ cos t  es t im a t in g 
� Ch a n ged  s cope or  s cope creep  
� Sch edu le s lippa ge 
� Differ in g s ite con d it ion s  
� Cu rren cy deva lu a t ion  
� Wa ge a n d  m a ter ia l es ca la t ion  
� Ma ter ia l s h or ta ges  
� Ta x ra te in crea s es , clea r  a n d  

p recis e defin it ion s  of a llowa b le 
ta xes  

� La ck  of a dequ a te con tra ctors  a n d  
s u bcon tra ctors  

� High er  s u bcon tra ctor / s u pp lier  
b ids  

� In crea s ed  fin a n cin g cos t  
 
In s t itu t ion a l: 
 
� Polit ica l a n d  electora l s h ifts  
� Lega l a n d  regu la tory ch a n ges  
� Blocked  cu rren cy (IMF 

in terven t ion s , etc.) 
� Lega l/ ju r is d ict ion a l d is pu tes  

� Cu rren cy h edges , loca l borrowin g, 
s wa ps  a n d  a ccelera ted  loca l 
p rocu rem en t  

� Con tin u ou s  m on itor in g, a s s es s m en ts  
a n d  repor t in g  

� Errors / Om is s ion s  in s u ra n ce 
� Con tra ct  p rovis ion s  in clu d in g flow-

th rou gh  s u bcon tra ct in g, h edgin g, 
etc. 

� Th e r igh t  to recru it , im por t  a n d  u s e 
foreign  m a ter ia ls , s ta ff a n d / or  
s u bcon tra ctors  

� Su bcon tra ctor  bon d in g 
 
 
 
 
� Form a l regu la tory a n d  a rb it ra t ion  

p rocedu res  in corpora ted  in  th e 
con tra ct  

� Prefu n ded  es crow a ccou n ts  or  let ters  
of cred it  

� Lon g-term  cu rren cy h edges  
� En forcea b le in tern a t ion a l d is pu tes  

p rovis ion s  
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4 .  Diffe ring Vie ws  o f Ris k 
 
Mos t  s u cces s fu l AEC m a n a gers  a re m ore or  les s  fa m ilia r  with  r is ks  a n d  r is k  
m a n a gem en t  m ech a n is m s  in  th eir  dom es t ic m a rkets  (th e oth ers  fa il).  All of 
th os e r is ks  a ls o exis t  a b roa d , a lon g with  a  m yr ia d  of r is ks , u n iqu e to foreign  
opera t ion s . 
 
We bega n  by a ddres s in g th e d iffer in g p roject  a n d , to a  les s er  exten t , en terp r is e 
r is ks  in h eren t  in  both  dom es t ic a n d  in tern a t ion a l AEC fields  in  gen era l, a n d  in  
en ter in g a  foreign  m a rket , in ves t in g in  a  foreign  con ces s ion  or  office, 
s pecifica lly. 
 
S in ce r is ks  will va ry depen d in g on  wh ich  h a t  you  a re wea r in g, we will, in  th is  
s es s ion , t ry to exp lore r is ks  from  a  n u m ber  of d ifferen t  pers pect ives , in clu d in g 
a  ba n ker / fin a n cier ; s pon s or / in ves tor ; govern m en t  or  p r iva te own er / opera tor ; 
con tra ctor  a n d  a rch itect / en gin eer ; to ga in  a  bet ter  u n ders ta n d in g. 
 
How do you  p roper ly eva lu a te th es e a s s or ted  r is ks ? Cu r t is  Sp illers  of Du ff & 
Ph elps , a  lea d in g cred it  ra t in g com pa n y, lis ts  s ix ba s ic ca tegor ies : 
 

• Clien t / Spon s or  Ris ks  
 

• Com plet ion  Ris ks  
 

• Opera t ion  Ris ks  
 

• Off-ta ke Ris ks  
 

• Cou n try Ris ks  
 

• Stru ctu ra l Len d in g Ris ks  
 
a n d  I h a ve a dded  a  s even th  – 
 

• AEC Ris ks  
  
To p roper ly eva lu a te th os e r is ks , h ere is  a  pa r t ia l ch eck lis t : 
 

a. Clien t/ S pons or Ris k s : 
 

• Wh o is  th e clien t  or , if a  p r iva te or  pu b lic p r iva te in it ia t ive, wh o a re 
th e s pon s ors / in ves tors ? 
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• Wh a t a re th e clien t / s pon s ors  repu ta t ion  for  in tegr ity, rea s on a b len es s , 
a dm in is t ra t ive efficien cy, s peed  of pa ym en ts , etc.?  

 
• If a  govern m en t , wh a t  is  th e govern m en t ’s  record  for  h on or in g 

com m itm en ts , a n d  wh a t , if a n y, is  th e gu a ra n tee veh icle (fu ll fa ith  a n d  
cred it , pa ra s ta ta l gu a ra n tees , or  on ly p roject- or  reven u e-fu n ded)? 

 
• If th e s pon s or  is  n ot  a  govern m en t  a gen cy, wh a t  is  th e s pon s or ’s  p r ior  

record  in  m a rket in g a n d  com plet in g com pa ra b le p rojects ?  Do th ey 
h a ve th e fu ll fa ith  a n d  cred it  of a  govern m en t?  Are th ey a  pa ra s ta ta l 
or  a  s ta ge pen s ion  fu n d  or  ba n k?  

 
• If th e s pon s or  is  n ot  a  govern m en t  a gen cy, is  th e s pon s or(s ) a n  

own er / opera tor , in ves tor , developer  or  a  con tra ctor / fin a n cier?  Does  
th e s pon s or in g tea m  in clu de powerfu l loca l in s t itu t ion s , govern m en t  
a gen cies , ba n ks , in s u ra n ce com pa n ies , a  m ilita ry or  pu b lic pen s ion  
fu n d , opera tors , in tern a t ion a l fin a n cia l in s t itu t ion s  (IFC, ADB, IDB, 
etc.)?  

 
• Wh a t is  th e in ves tor / s pon s or ’s  dom es t ic/ in tern a t ion a l exper ien ce a n d  

t ra ck  record? 
 

• Ha ve th e s pon s ors  colla bora ted  in  th e pa s t?  How s u cces s fu l were 
th ey? 

 
• How lon g is  th e s p on s or(s ) h or izon  (will th ey opera te th e fa cility or  

bu ilt  s ys tem  or  s ell it )?  
 

• If a  p r iva te or  pu blic/ p r iva te pa r tn ers h ip , wh a t  is  th e spon s or  or  
even tu a l own er / opera tor ’s  com m itm en t  to th is  p roject  (a re th ey 
s t retch ed  too th in )?  Ma n a gem en t  dep th ? 

 
• Wh a t is  th e own er / in ves tor ’s  fin a n cia l ca pa city?  Is  th e 

own er / in ves tor  relyin g on  th e often -a bu s ed  “ s wea t  equ ity”?*  Ca n  th e 
own er  ta ke a  h it?   Is  th e own er  ta k in g on  oth er  r is ks  a t  th e s a m e 
t im e? 

 
• If a  pu b lic/ p r iva te pa r tn ers h ip , will th e s pon s or(s ) p rovide cover , e.g., 

In tern a t ion a l Fin a n ce Corpora t ion  (IFC) or  ADB pa r t icipa t ion  is  m ore 
likely to en s u re fa irer  or  m ore s ym pa th et ic t rea tm en t  from  a  
govern m en t  or  cou r ts ; a  lea d  loca l ba n k  or  m ilita ry pen s ion  fu n d  is  
m ore likely to be ba iled  ou t  if th e p roject  fa ils  to m eet  it s  ta rget , etc. 

b. Com pletion  Ris k s  

                                       
* Lea vin g a ll or  a  por t ion  of p rofes s ion a l fees , pa ym en ts  or  p rofit s  in  th e p roject  a s  equ ity. 
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• Is  th e p ropos ed  tech n ology a ppropr ia te? Is  it  p roven ? Is  it  

econ om ica lly com pet it ive with  oth er  p roven  tech n ologies ? Is  it  lim ited  
to a  s in gle s ou rce?   Are th e des ign s  a dequ a te a n d  will ven dor  a n d  
s u pp lier  gu a ra n tees  be a va ila b le? 

 
• Are th e fu n ds  or  in ves tm en t  a s s u red?  Is  con s tru ct ion  fin a n ce 

a va ila b le?   Is  fin a n cin g depen da n t  on  p roject  p rofita b ility?  Will th e 
con tra ctor  be requ ired  to in ves t  in  th e project  (s wea t  equ ity)?  Are th e  
p relim in a ry p la n s , or  des ign / bu ild  es t im a tes  rea s on a b le; wh a t  a re th e 
p rovis ion s  to p rotect  a ga in s t   u n a n t icipa ted  or  exces s ive in fla t ion  
du r in g con s tru ct ion  a n d , if releva n t , opera t in g reven u e s h or t -fa lls , 
exch a n ge ra te r is ks , es pecia lly wh en  fin a n cin g relies  on  a  h a rd  foreign  
cu rren cy a n d  reven u es  a re gen era ted  in  s oft  loca l cu rren cy; ch a n ges  
in  m a cro-econ om ic a n d  ta x policies  a n d  la bor  la ws ; va r ia t ion  in  
in teres t  ra tes , d ifferen t ia l in fla t ion  ra tes  (e.g., oil, la bor , s teel or  
cem en t  cos t  s p ikes ); com pet it ion  from  com pet in g s ervices  (e.g., 
Ch u n n el vs . Nor th  Sea  Ferry opera tors ) if th e AEC provid er  is  a ls o 
a s s u m in g a n  equ ity pos it ion ? 

 
• Is  th e p roject  relyin g on  p roject  or  s t ru ctu red  fin a n ce or  will oth er  

bu s in es s  a s s ets  be colla tera lized  or  com bin ed? 
 

• Are th e lega l, polit ica l a n d  en viron m en ta l con cern s  p roper ly 
a ddres s ed?  In  th e en th u s ia s m  of th e ch a s e, too often , in s u fficien t  
a t ten t ion  is  pa id  to en s u r in g p roper  con tra ct  cla u s es .  In  th is  rega rd , 
a  recen t  s u rvey s h owed  th a t  th e th ree m os t  im por ta n t  is s u es  to h a ve 
in  a  con tra ct  a re: 

 
o Proper  In dem n ifica t ion  

 
o Lim ita t ion  of Lia b ility, a n d  

 
o An  Un a m bigu ou s  Scope 

 
• Are th e con tra ctor ’s  s u bcon tra ct in g p la n s  rea s on a b le? 
 
• Are th e con tra ctor  a n d  oth er  s u pp lier  p r ices  rea s on a b le?  If a  p r iva te 

in it ia t ive, will it  be b id  or  bu ilt  on  a  n egot ia ted  ba s is  by on e or  m ore of 
th e tea m  m em bers  a n d , if s o, a re p roper  con trols  in  p la ce to a void  
con flict  of in teres t  a n d  a bu s e? 

 
• Ha ve th e n eces s a ry s ite a cqu is it ion , en viron m en ta l a n d  oth er  

a pprova ls  been  ob ta in ed? 
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• Is  oth er  es s en t ia l fin a n cin g in  p la ce (b ila tera l a id , expor t / s u pp lier , 
cred its , equ ity, s u bord in a ted  deb t , etc.)?  

 
• Are th ere a dequ a te con t in gen cies  for  u n a n t icipa ted  even ts ? 

 
• Are th e con s tru ct ion  s ch edu les  a n d  p rocedu res  rea lis t ic a n d  

a ch ieva b le? 
 

• Will ven dor  a n d  s u pp ly gu a ra n tees  be a va ila b le a n d  a re th e des ign s  
a dequ a te? 

 
• Are th e cos ts  of poten t ia l dela ys  in clu ded  in  th e es t im a tes  a n d / or  a re 

th ey m a n a gea b le? 
 

• Is  th ere p roper  in s u ra n ce, bon d in g a n d  s u rety covera ge? 
 

• Are polit ica l r is ks  p roper ly a ddres s ed , in clu d in g ou tb rea k  of h os t ilit ies  
(d ifficu lt ies  in  defin in g force m a jeu re a n d  to wh om  wh ere you  m a y n ot 
h a ve a  clien t  or  h os t  govern m en t)? Ca n  th e h os t  govern m en t  
u n ila tera lly revis e th e term s  a n d  con d it ion s , in ter fere in  opera t ion s , 
off-ta ke a greem en ts  or  tollin g policy a n d/ or  s u ppor t  n ew com pet it ive 
s ervices  a n d  fa cilit ies , e.g., n ew por ts , pa ra llel roa ds ?  Wh a t a re th e 
r is ks  of m od ifica t ion  to legis la t ion  th a t  will or  cou ld  a ffect  
con s tru ct ion  tech n ica l s ta n da rds  (Ch u n n el Fire Protect ion ), 
m a in ten a n ce a n d  opera t ion s , s a fety a n d  s ecu r ity? 

 
• Will perm its  n eces s a ry for  con s tru ct ion , m a in ten a n ce a n d / or  

opera t ion  be p rovided  in  a  t im ely fa s h ion ? 
 

• Are th ere r is ks  of s u bs equ en t  ch a rges  of cron yis m , fa vor it is m , 
corru p t ion  (m ora l h a za rds ) in  ob ta in in g th e con tra ct , a n d / or  
con ces s ion , overzea lou s  govern m en t  regu la tors  a n d , fin a lly, 
n a t ion a liza t ion ? 

 
c. Operation  Ris k s  

 
• Wh o will be th e own er / opera tor? 
 
• Will it  be th e govern m en t  or  a  govern m en ta l a gen cy? 

 
• If p r iva te, h ow com m it ted  is  th e opera tor?  Is  th e opera tor  a ls o a  

m a jor  in ves tor? 
 

• How relia b le a re th e opera t in g cos ts  a n d  reven u e foreca s ts ? (Here 
ben ch m a rk in g with  com pa ra b le fa cilit ies  is  qu ite u s efu l.) 
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• Ea s e of Opera t ion  – h ow s im ple or  com plex? 

 
• Depen da b ility of th e a n t icipa ted  s u pp ly p ipelin e (fu el, s u pp lies , feed  

s tocks , etc.) 
 

• Are th e pa ym en ts , ta r iffs , fa res , off-ta ke a greem en ts , regu la tory 
p rocedu res , etc., rea s on a b le a n d  s u b ject  to m od ifica t ion  a n d / or  
revis ion  (in fla t ion , etc.)?  

 
• Wh a t a re th e wors t  ca s e reven u e foreca s ts  a n d  th e im p lica t ion s ? 

 
• If a  con ces s ion  keeps  or  t ra n s fers  (BOOT)  th e fa cility a t  th e en d  of th e 

con ces s ion  per iod , h ow will res idu a l va lu es  be es ta b lis h ed? 
 

• Are reven u es  a n d  loa n s / in ves tm en ts  in  th e s a m e cu rren cy?  If n ot , is  
cu rren cy con ver t ib ility gu a ra n teed  a n d  a t  wh a t  ra te?  Is  cu rren cy 
h edgin g n eces s a ry? 

 
• Wh a t a re th e ta x la ws  a n d  h ow s ta b le a n d  t ra n s pa ren t  is  th e ta x code, 

a n d  h ow effect ive is  th e ru le of la w? 
 

• Are la ws , ta x codes , etc., s u b ject  to fu tu re ch a n ges ? 
 

• Is  th e p roject / con ces s ion  s u b ject  to cr it icis m  for  cron yis m  (In don es ia n  
Toll Roa ds ), fa vor it is m  (Toron to Airpor t ) a n d  corru p t ion ? 

 
• If we a re dea lin g with  a  con ces s ion , is  th ere a  rea s on a b le exit  

s t ra tegy? 
 

d . Off-Tak e Ris k s   
 
Off-ta ke r is k  s u ch  a s  a  gu a ra n tee to pu rch a s e power  or  wa ter  ou tpu ts , pa y for  
s ewa ge or  s olid  wa s te deliver ies , etc., a re often  cr it ica l to th e s u cces s  of a  s elf-
fu n ded  p roject  or  con ces s ion . 
 
Off-ta ke r is ks  in clu de: 
 

• Wh eth er  th e off-ta ke a greem en t  term s  a re clea r , rea s on a b le a n d  
en forcea b le 

 
• Wh eth er  th e term s  a re s u b ject  to govern m en t  regu la t ion   

 
• Wh eth er  th ere a re a n y es crow p rovis ion s  
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• Wh eth er  th e off-ta ke term s  a re a dequ a tely p rotected  by oth er  
gu a ra n tees  (e.g., MGIC, OPIC, LOCs , etc.)  

 
• Th e in tegr ity of th e pu rch a s e con tra ct  (th e Nor th wes t  U.S. power 

a greem en ts  were n ot  h on ored ) 
 

• Th e en forcea b ility of u s er  ch a rges  (Wa s h in gton  Sta te, Ba n gkok  
expres s wa ys ) 

 
• Th e cred it  wor th in es s  of th e "Off-Ta ker" or  p rovider  of "Sh a dow Tolls " 

 
• Th e p r icin g m ech a n is m s  in clu d in g flexib ility, regu la tory fra m ework  

a n d  ea s e of a d ju s tm en t  
 

• Wh eth er  th e off-ta ke a greem en t , a lon g with  th e p roject  or  con ces s ion , 
cou ld  be s u b ject  to a ccu s a t ion s  of fa vor it is m , cron yis m  a n d  
corru p t ion  (ENRON, In d ia ) 
 

• Wh eth er  th ere a re a dequ a te d is pu te res olu t ion  p rocedu res  
 

• Th e effect iven es s  of th e ru le of la w, a n d  lega lly, h ow s ecu re a re th e off-
ta ke a greem en ts  

 
e. Coun try  Ris k s  

 
Th ey were th e wor ld ’s  r ich es t  a n d  s h rewdes t  in ves tors , “Th e Electron ic Herd ,” 
to u s e Tom  Fr iedm a n ’s  term , a n d  th ey rode a  wa ve of globa liza t ion , bu yin g 
bon ds  a n d  in ves t in g in  a t t ra ct ive em ergin g m a rkets  a n d , wh en  th e em ergin g 
cou n tr ies  defa u lted , th ey were livid .  “Th ere s h ou ld  be lu n a t ic a s ylu m s  for  
n a t ion s  a s  well a s  in d ividu a ls ,”  on e in ves tor  wrote in  th e Lon don  Morn in g Pos t , 
den ou n cin g a  defa u lt in g cou n try a s  “ a  n a t ion  with  wh om  n o con tra cts  ca n  be 
m a de.”  
 
It  a ll s ou n ds  a  b it  fa m ilia r , bu t  th e yea r  wa s  1842  a n d  th e em ergin g m a rket 
wa s  th e Un ited  Sta tes .  After  defa u lts  b y Ma ryla n d , Pen n s ylva n ia , Mis s is s ipp i 
a n d  Lou is ia n a , th e en t ire Un ited  Sta tes  wa s  b la ck lis ted  a n d  s corn ed  in  globa l 
m a rkets , with  Am erica n s  ba rred  from  th e bes t  Lon don  clu bs  a n d  th e 
Roth s ch ild ’s  wa rn in g b it ter ly th a t  Am erica  wou ld  be u n a b le to “ borrow a  dolla r , 
n ot  a  dolla r .”   Th u s , globa liza t ion  m a y n ot  be qu ite a s  n ew a n d  in n ova t ive a s  it  
s om et im es  s eem s .  Sin ce a t  lea s t  th e 13 th  cen tu ry, wh en  Floren t in e m erch a n ts  
len t  m on ey to th e En glis h  to pa y for  Kin g Edwa rd  I’s  wa rs , in tern a t ion a l ca p ita l 
h a s  roa m ed  th e wor ld  in  s ea rch  of h igh  retu rn s .2    

                                       
2 Th e s ta r t  wa s  in a u s p iciou s :  En gla n d  defa u lted , ca u s in g th e colla ps e of two Floren t in e 
ba n ks . 
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Wh a t  h a s  ch a n ged , a s  we h a ve n oted , is  th e s ca le of th e ca p ita l flows  a n d  th eir  
a b ility to des ta b ilize s m a ll, or  even  la rge, n a t ion s .  Toda y, cou n try r is ks  
in clu de: 
 

• Cu rren cy 
 

• Econ om ic en viron m en t  (polit iciza t ion  of con tra cts  a n d  con ces s ion s , 
e.g., ENRON-In d ia , BAA-New York  a n d  Pea rs on  Term in a l-Toron to) 
 

• La bor  a n d  m a ter ia l a va ila b ility (im por t  con trols , p rotect ive ta r iffs  a n d  
in du s tr ies , boycot ts , etc.) 
 

• Du ties  a n d  ta xes  
 

• Regu la tory fra m ework  – lega l, degree of t ra n s pa ren cy, p r ior  t ra d it ion s , 
s u s cep t ib ility to polit iciza t ion  a n d  popu lis m , etc. 
 

• Lega l s t ru ctu re (e.g., lim ited  ba n kru p tcy p rocedu res  in  Ea s t  As ia  often  
res t r ict  lega l op t ion s  for  en s u r in g collect ion ) 
 

• Polit ica l – type of govern m en t , frequ en cy of ch a n ge, s ta b ility of 
coa lit ion s , h on es ty, degree a n d  dep th  of com m itm en t  to th e p roject  
(Mes s in a  Cros s in g) 
 

f . S tructura l Lend ing Ris k s  
 
If a  p roject  is  s elf-s u ppor t in g with  lit t le or  n o lim ited  govern m en t  or  
p r iva te gu a ra n tees , it  m u s t  rely on  equ ity a n d  s t ru ctu ra l len d in g a n d  
th e r is ks  in crea s e.  Th e a n a lys t  m u s t , in  s u ch  ca s es , ca refu lly review: 
 

• Th e ca p ita l s t ru ctu re of p roject  (percen t  equ ity) 
 

• Th e qu a lity a n d  s ta b ility of p roject  tea m  
 

• Th e qu a lity of th e p roject  (a rm s  len gth  a n d  t ra n s pa ren t  p rocu rem en t 
p rocedu res , efficien cy of des ign , life cycle cos ts , ea s e of opera t ion s , 
exper ien ce of th e opera tor , etc.) 
 

• Th e r is k  of tech n ology obs oles cen ce (e.g., th e s h or t  life of m a n y U.S. 
s por t  fa cilit ies ) 
 

• Exis t in g or  p la n n ed  com pet it ive fa cilit ies   
 

• Ca s h  flow p r ior it ies  a n d  degree of ded ica t ion  (s ecu r it iza t ion )  



C:\ Docu m en ts  a n d  Sett in gs \ s tern \ Desk top \ ses s ion 8 \ Sess ion  8  -11 -1 -0 6 .d oc 15  

 
• Ma tch in g of in ves tm en ts  a n d  reven u es  (e.g., th e s a m e or  d ifferen t 

cu rren cies , etc.) 
 

• Dis pu tes  res olu t ion  m ech a n is m s  
 

• Are th e m eth ods  of p rocu rem en t  ta ilored  to th e s elected  tech n ology, 
th e type of fin a n cin g, th e com pet it ive en viron m en t , a n d  s pecific 
opera t ion a l is s u es  a n d  con cern s .  Here, relia n ce on  ven dor  cred its , 
es pecia lly b ila tera l expor t  cred its , e.g., Yen  r is es , ven dor  ba n kru p tcy 
or  m erger , ven dor  d rops  a  lin e (GM dropped  th eir  lin e of con s tru ct ion  
equ ipm en t), d ifficu lt ies  in  in terp ret in g a n d  en forcin g “ gu a ra n teed ” 
s u pp ly con tra cts , d is pu tes  over  res pon s ib ilit ies  for  wa rra n t ies  a n d  
gu a ra n tees , es pecia lly m u lt iyea r  tu rn key or  m a in ten a n ce wa rra n tees , 
etc., a re a ll im por ta n t  con cern s . 
 

• Are dela ys  likely to be ca u s ed  by oppon en ts  a n d / or  com petit ion  a n d  
ca n  cos ts  in crea s e du e to en viron m en ta l con cern s  or  ch a n ges  in  
en viron m en ta l perm it t in g la ws  or  in terp reta t ion s  du r in g con s tru ct ion , 
com m is s ion in g a n d  opera t ion ? 

 
g. Su m m a ry 

 
Su ch  r is k  d is cu s s ion s , n egot ia t ion s  a n d  con flicts  con s u m e h u n dreds  of 
m illion s  of dolla rs  a n n u a lly a n d  often  bedevil p la n s  for  p r iva t ized  in fra s t ru ctu re 
p rojects  in  m a n y cou n tr ies .  Th e fa ilu re to a gree on  r is k  a s s ign m en ts  p reven ts  
m a n y p rojects  from  ever  rea ch in g fru it ion .  Bu t , relia b le r is k  a n a lys is  is  
expen s ive a n d  a dds  to a lrea dy h igh  developm en t  cos ts , n oted  Cordell W. Hu ll, a  
form er  s en ior  execu t ive a t  th e Bech tel Grou p .  “You  s h ou ld  be p repa red  for  
s t icker  s h ock  in  th e developm en t  of th es e p rojects .”   
 
Fin a lly, in  a dd it ion  to th e a bove con cern s , you  m u s t , a s  m a n a gers  in  p la n n in g 
con ces s ion s  a n d  p r iva t iza t ion  in it ia t ives , be es pecia lly wa ry of es ta b lis h in g a  
p res en ce, en ter in g a  field , m a k in g a n  in ves tm en t  or  ta k in g a  con tra ct  beca u s e 
a ll you r  com pet itors  a re (e.g., th e telecom m u n ica t ion s  a n d  e-com m erce fields , 
h u m blin g s u ch  gia n ts  a s  Lu cen t , Motorola , Er ics s on , Ph illip s , Nor tel, Cis co).  
Do n ot  let  you r  s a les  force be you r  eyes  a n d  gu ide.  Th ey a re too op t im is t ic a n d  
likely to p la y “ follow-th e-lea der .”   Sepa ra te th e in ves tm en t  a n d  
des ign / con s tru ct ion  elem en ts  of a  p roject .  Wh en  a  s pon s or  t ells  m e Berger  ca n  
do th e des ign  if we s ecu re th e fin a n ce, I frequ en t ly tell th em  if I cou ld  s ecu re 
th e fin a n ce, I wou ld  be Leh m a n  Broth ers  a n d  wou ld  n ot  wa n t  th e des ign . 
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Avoid  th e p it fa lls  of “ s wea t  equ ity” by dela yin g receip t  of p roject  p rofits  or  
in ves t in g to in crea s e order  ba ck log.*  Rem em ber  th a t  m a rk eters  will n a tu ra lly 
gra vita te to m a rket in g a n d  s ellin g BOT, BOOTs , etc., beca u s e th ey a re ea s ier  to 
m a rket , bu t  s in ce you  a re a s s u m in g grea ter  r is k , a  win  is  like “ k is s in g a  
cou s in .”   You  m u s t  decide wh eth er  th e p roject  m a kes  sen s e econ om ica lly 
a n d / or  fin a n cia lly.  If n ot , wh o is  pu s h in g it?   Wh y?  Wh o will own  it?   Does  
you r  own  s ta ff h a ve p roper  pers pect ive or  a re th ey con fu s in g a n  18 -m on th  
des ign / con s tru ct ion  con tra ct  with  a  20 -30  yea r  in ves tm en t  a s  a  pa r t  of a  
con ces s ion ? 
 
Avoid  th e eu ph or ia  of Mem ora n du m  of Un ders ta n d in gs  (MOUs ).  An  MOU is  
on ly th e s ta r t  of a  lon g p roces s  a n d  n ot  a n  excu s e to eith er  cla im  a  victory or , 
wors e yet , is s u e bon u s es  to a gen ts  or  s ta ff. 
 
Exper ien ce s h ows  cer ta in  fa ctors  a re es s en t ia l to s u cces s es  in  p r iva t iza t ion  a n d  
con ces s ion  in it ia t ives .  Th es e in clu de: 
 

• Proper  en a b lin g fra m ework  
 

• Proper  s elect ion  of con ces s ion a ire (ba la n ce p r ice/ qu a lity, qu a lified  
own er / opera tor , etc.) 
 

• Proper  r is k  a lloca tion  between  th e govern m en t , con ces s ion a ire, 
len der / fin a n cier , con tra ctor  a n d  opera tor  
 

• Firm  p r ice, fixed -term  des ign / bu ild  or  des ign / b id / bu ild  con tra cts  
 

• Rea s on a b le coven a n ts  a n d  fin a n cin g term s  
 

• A clea r , equ ita b le a n d  t ra n s pa ren t  fra n ch is e a greem en t  
 

• Clea r , t ra n s pa ren t  a n d  p refera b ly com pet it ively p rocu red  s u pp ly 
con tra cts  
 

• Relia b le reven u e flows  
 

• Clea r  defin it ion s  of u n der lyin g polit ica l rea lit ies  a n d  pu b lic n eeds  
 

• A proper  regu la tory fra m ework  to res olve d is pu tes  a n d  
m is u n ders ta n d in gs , revis e ta r iffs , etc. 

 
 

                                       
* S ign ed  con t ra cts  for  work  to be u n der ta ken  in  th e fu tu re. 
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5 . Clas s  Dis c us s ion  o f VMS As s e t  Manage m e nt  Cont rac t  for Virgin ia’s  
In t e rs t at e  Highway  

 
Th e VMS a s s et  m a n a gem en t  p rogra m  d is cu s s ed  in  th e a r t icle VMS  As s et 
Man agem en t Con tract for Virgin ia’s  In ters ta te High w ay s  offer s  u s  in s igh t  in to a  
n u m ber  of r is k  m a n a gem en t  is s u es  a n d  oppor tu n it ies  in clu d in g: 
 

• Priva t iza t ion  
 
• Ou ts ou rcin g, a n d  

 
• Ris k  Ma n a gem en t  a n d  Ris k  Tra n s fer  

 
The VMS  in itia tive in volved : 
 

• Ou ts ou rcin g th e m a in ten a n ce of 250  m iles  of In ters ta te h igh wa ys  in  
Virgin ia  

 
• Virgin ia  Depa r tm en t  of Tra n s por ta t ion  wa s  a lrea dy a  clien t  of th e two 

VMS s pon s ors  – Sverd ru p  En gin eer in g (n ow J a cobs ) a n d  Th e Lou is  
Berger  Grou p  

 
• It  wa s  a n  u n s olicited  p ropos a l with  s ign ifica n t  r is ks .  Th e b id , on ce 

s u bm it ted , wa s  open  to com pet it ion  for  30  da ys . 
 

• Th e cos t  of p repa r in g th e u n s olicited  p ropos a l wa s  a lm os t  $2  m illion  
 

• Loca l Virgin ia  con tra ctors  fou gh t  it  
 

• Th e con tra ct  p ion eered  a  n ew con cep t , a s s et  m a n a gem en t .  Wh a t  is  
it?  

 
• Th e roa ds  h a d  to be retu rn ed  to th e s ta te in  th eir  or igin a l con d it ion  

(s u b ject  to in depen den t  con d it ion  a u d its ). 
 

• No “Acts  of God”, e.g., force m a jeu re or  wiggle room , h u rr ica n es , 
exces s ive s n ow cla im s  cou ld  be m a de a n d  it  wa s  perform a n ce ba s ed  

 
• It  wa s  a  n ew bu s in es s  for  Virgin ia  a n d  beca m e on e of th e 10  fa s tes t  

growin g com pa n ies  in  th e U.S. a ccord in g to “ Inc.” Magaz ine  
 

Critica l Is s ues  
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• Prior  s ta te record  keep in g, in clu d in g la ck  of deta iled  cos ts , e.g., on ly 
bu dgets  wh ich  d id  n ot  in clu de s ta te m a n a gem en t  or  s ta te police cos ts ; 
in a ccu ra cies , e.g., t ra ffic; in ciden ts  u n der-cou n ted  

 
• Tes t in g n ew a pproa ch es  

 
• Es s en t ia l s oftwa re/ da ta ba s e s u ppor t , a n d  

 
• Ris k  m a n a gem en t  p ra ct ices  a n d  oppor tu n it ies   

 
6 .  Ris k Manage m e nt  Sum m ary  for an  Out s ourc ing Program  or Conc e s s ion  
 
Clea r ly, a s  n oted , a  n u m ber  of r is ks  a re com m on  to a ll or  m os t  la rge-s ca le 
con s tru ct ion  p rojects  or  p rogra m s  bu t th e followin g is  a  u s efu l s u m m a ry of th e 
goa ls , con cern s  a n d  ob ject ives  of key pa r t icipa n ts  in  a  con ces s ion  s u ch  a s  
VMS. 
 
Hos t Govern m en t 
 

Goa ls : 
 
• Well-con s tru cted  fa cility a t  a n  a fforda b le p r ice 
 
• En s u r in g a  p roper  ba la n ce of pu b lic a n d  p r iva te in teres ts  

 
• Proper  in tegra t ion  of p rojects  a n d  in ves tm en ts  in to overa ll s ys tem s  

 
• Proper  opera t ion  to en s u re m a xim u m  pu b lic welfa re in clu d in g 

rea s on a b le cos t , a cces s ib ility, s a t is fa ctory levels  of s ervice a n d  
res pon s iven es s , s a fety a n d  p roper  m a in ten a n ce 

 
• Secu r ity in  even t  of defa u lt  

 
Seeks : 
 
• Relia b le con ces s ion a ire with  a  p roven  record  
 
• Adequ a te a n d  a fforda b le fin a n cin g 

 
• Perform a n ce a n d  delivery gu a ra n tees  

 
• Tim ely com plet ion   

 
• Righ t  of review a n d  a pprova l du r in g con s tru ct ion  a n d  com m is s ion in g 
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• En viron m en ta l s en s it ivity 
 

• Com m u n ity a ccep ta n ce 
 

• Com plia n ce with  a greem en ts  a n d  la ws  
 

• On goin g regu la tory con trol 
 

• Min im u m  s u bs idy 
 
Conces s ion a ire 
 
 Goa ls : 
 

• Ra pid  recovery of in it ia l expen s es  a n d  ca p ita l in ves tm en t  
 
• Attra ct ive m a n a gem en t  fees  or  reven u es  

 
• Ma xim u m  ROI a n d / or  ea r ly exit   

 
Seeks : 
 
• Min im u m  ca p ita l in ves tm en t  a n d  m a xim u m  levera ge 
 
• Reven u e a n d / or  in com e floors , gu a ra n tees  or  s u bds id ies  

 
• Expor t  gu a ra n tees , s u pp lier  a n d  b ila tera l cred its  if a  foreign  

con ces s ion  a n d  low cos t  deb t  
 

• Con trol of con tra ctor / s u bcon tra ctor  pa r t icipa t ion  
 

• Tra n s pa ren cy a n d  ru le of la w 
 

• If a  foreign  con ces s ion , con ver t ib ility a n d  s om e degree of p rotect ion  
from  cu rren cy deva lu a t ion  

 
• Ta x ben efits  a n d  con s is ten cy in  ta x en forcem en t  

 
• Flexib le a n d  a d ju s ta b le toll ra tes , off-ta ke or  fa re s ys tem s  

 
• Protect ion  from  con tra ctor , ven dor  a n d  su pp lier  dela ys  a n d  pen a lt ies  

or  cla im s  from  th e govern m en t  for  dela ys  
 

• Refin a n cin g flexib ility a n d  a cces s  to refu n d in g 
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• A m in im u m  regu la tory fra m ework  
 

• Oppor tu n it ies  for  con tra ct / fa cility s a le, exit  or  ta ke-ou t  
 
Con tractor  
 
 Goa ls : 
 

• Con s tru ct ion  con tra ct  
 
• High  p rofit  m a rgin  
 
Seeks : 
 
• Acces s  to cos t  effect ive a n d  t im ely A/ E s ervices  
 
• Accu ra te a n d  well defin ed  p la n s  a n d  s pecifica t ion s  

 
• Con trol of s u bcon tra ctors  a n d  if des ign / bu ild , th e a rch itect /  en gin eer  

 
• Adequ a te con s tru ct ion  fin a n cin g a n d  a ccep ta b le pa r tn er in g  

 
• Prom pt  res olu t ion  of cla im s  d is pu tes  

 
• If a  foreign  con tra ct  or  cu rren cy con ver t ib ility a n d  gu a ra n tees  or  

p rotect ion  a ga in s t  deva lu a t ion  
 

• Ta x t ra n s pa ren cy, ta x h olida ys  a n d  clea r  ru le of la w 
 

• Im por t  p r ivileges  
 

• Clea r  a n d  t im ely clos eou t , wa rra n tee a n d  gu a ra n tee a pprova l 
p roces s es  

 
Operator 
 
 Goa ls : 
 

• Relia b le fees  
• Pos it ive ca s h  flow 
 
• Fin a n cia l levera ge 

 
• Relia b le, efficien t  a n d  s a fe fa cilit ies  a n d  opera tors  
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Seeks : 
 
• If a  foreign  con ces s ion , cu rren cy con ver t ib ility for  reven u es  a n d  p rofits  
 
• Min im u m  reven u e gu a ra n tees  (s u bs id ies ) 

 
• Ea s e a n d  relia b ility of opera t ion  

 
• Redu ced  life cycle cos ts  

 
• Lim ited  p r ice r is k  

 
• Lia b ility p rotect ion  

 
• A s ta b le com m ercia l, lega l a n d  regu la tory clim a te 

 
• Hos t  govern m en t  s u ppor t  

 
• Oppor tu n it ies  for  s ys tem  in tegra t ion  a n d / or  expa n s ion  

 
• Ra te a n d  ta r iff flexib ility 

 
• Clea r  a n d  t ra n s pa ren t  ru le of la w 

 
• Ta x h olida ys  or  a  low a n d  t ra n s pa ren t  ta x s t ru ctu re 

 
S en ior Lend er 
 
 Goa ls : 
 

• Min im a l fin a n cia l r is k  
 
• Tim ely repa ym en t  of p r in cipa l a n d  in teres t  

 
• Attra ct ive fees  

 
Seeks : 
 
• Su fficien t  ca p ita l to fin a n ce p roject  
 
• Non project-ba s ed  gu a ra n tees  

 
• Relia b le reven u e flows  
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• Su fficien t  equ ity to bu ffer  a n d  p rotect  s en ior  deb t  
 

• Tiered  deb t  with  p refer red  s en ior  colla tera l pos it ion  a n d / or  con trol 
 

• Scopes  of work , con tra cts , gu a ra n tees , etc., in  s u fficien t  deta il for  
in depen den t  review a n d  eva lu a t ion  (IDC/ ICE/ fin a n cia l a n d  tech n ica l 
a dvis ors , etc.) 

 
• Tu rn key or  fixed  p r ice con s tru ct ion  con tra cts  

 
• Firm  p r ice a n d  fixed  term s  for  a ll work  a n d  ch a n ge orders  

 
• Adequ a te p rovis ion  for  govern m en t a n d  len der  overs igh t  of 

con s tru ct ion  a n d  opera t ion s  
 

• Adequ a te fin a n cia l a n d  bon d in g ca pa city for  con tra ctors  a n d  
con ces s ion a ire 

 
• Appropr ia te wa rra n t ies  

 
• A cred it -wor th y con ces s ion  con tra ct  

 
• Adequ a te pa ym en t  s t rea m s  a n d  t im in g 

 
• Cu rren cy con ver ta b ility 

 
• Poten t ia l for  s ecu r it iza t ion  of ca s h  flow to fa cilita te s ellin g deb t  

 
• Hos t  cou n try ba cku p  a greem en ts  

 
• An  a ppropr ia te com m ercia l a n d  lega l fra m ework  

 
• Lega lly en forcea b le loa n  a greem en ts , con tra cts  (in clu d in g a dequ a te 

ba n kru p tcy p rovis ion s ), etc. 
 

• Lim ited  m a rket  r is k  
 

• Clea r  con ces s ion  perform a n ce pa ra m eters  
 

• Su ita b le force m a jeu re p rovis ion s  
 
In  s u m m a ry, exper ien ce s h ows  cer ta in  fa ctors  a re es s en t ia l to s u cces s es  in  
p r iva t iza t ion , con ces s ion  a n d  ou ts ou rcin g in it ia t ives .  Th es e in clu de: 
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• Proper  en a b lin g fra m ework  
 
• Proper  s elect ion  of con ces s ion a ire or  ou ts ou rces  (ba la n ce 

p r ice/ qu a lity, qu a lified  own er / opera tor , etc.) 
 

• Relia b le reven u e flows  
 

• Proper  r is k  a lloca tion  between  th e govern m en t , con ces s ion a ire, 
len der / fin a n cier , con tra ctor  a n d  opera tor  

 
• Firm  p r ice, fixed -term  des ign / bu ild  or  des ign / b id / bu ild  con tra cts  

 
• Rea s on a b le coven a n ts  a n d  fin a n cin g term s  

 
• A clea r , equ ita b le a n d  t ra n s pa ren t  fra n ch is e a greem en t  

 
• Clea r  defin it ion s  of u n der lyin g polit ica l rea lit ies  a n d  pu b lic n eeds  

 
• A proper  regu la tory fra m ework  to res olve d is pu tes  a n d  

m is u n ders ta n d in gs , revis e ta r iffs , etc. 
 
7 .  Paroc h ialis m  
 
We h a ve, in  ea r lier  s es s ion s , in t rodu ced  th e th em e th a t  a  n u m ber  of r is k  
con cern s  in  th e in tern a t ion a l A/ E/ C field  reflect  pa roch ia lis m  a n d  th e 
res u lta n t  u n fou n ded  fea rs  a re often  s er iou s , if u n rea lis t ic con s tra in ts  to 
in tern a t ion a l in volvem en t .    
 
Fu r th erm ore, th is  d oes  n ot  bode well for  th e U.S. A/ E/ C in du s tr ies  wh en  on e 
con s iders  th a t  in  th e pa s t  25  yea rs , th e d om es t ic U.S. con s tru ct ion  volu m e h a s  
decrea s ed  from  50% to 20 -25% of th e wor ld ’s  con s tru ct ion  volu m e.  Ma n y oth er  
OECD n a t ion s  a re exper ien cin g s im ila r  rela t ive declin es . Yet, a s  we d is cu s s ed , 
growin g globa liza t ion  is  a ll too often  a ccom pa n ied  by in crea s ed  pa roch ia lis m .  
Fea r  of th e u n kn own , fea r  of com pet it ion , fea r  of ou r  own  in a b ility to lea rn  or  
a dop t  n ew tech n ologies  a ls o en cou ra ges  pa roch ia l or  is ola t ion is t  a t t itu des . 
 
In  th e Un ited  Sta tes , we often  ta ke th e a t t itu de, "If it  wa s  n ot  in ven ted  or  
developed  h ere, it  d oes  n ot  exis t ."  In  th a t  m os t  pa roch ia l of a ll region s , New 
York  City, Don a ld  Tru m p “ in ven ted ” th e m odern  m u lt ilevel u rba n  s h opp in g 
cen ter  des p ite it s  u s e in  Hon g Kon g a n d  Sin ga pore s in ce th e 1960s .  Yet , 
in crea s in gly, foreign  des ign  a n d  con s tru ct ion  p roces s es  a re win n in g coveted  
a wa rds  in  th e U.S., a n d  foreign  a rch itects , en gin eers  a n d  con tra ctors  
in crea s in gly win  ch oice a s s ign m en ts , e.g., Ska n s ka , Vin ci, Arca d is , Aru p , 
Norm a n  Fos ter , Rich a rd  Rogers , Mott  Ma cDon a ld , Ha lcrow, Fu gro, Agra r , 
Golder , to n a m e a  few. 
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So, th ere rem a in  n u m erou s  pa roch ia l ba r r iers  to overs ea s  in volvem en t .  Som e 
a re cu ltu ra l, a t t itu d in a l or  h is tor ic, bu t  m a n y a re polit ica l or  econ om ic.  Th es e 
in clu de: 
 

a. Boy cotts  
 

• Un ila tera l Boycot ts  (typ ica lly n a t ion a l a n d  loca l) 
 
• Boycot t  of th e Mos cow a n d  Los  An geles  Olym pics  

 
• Th e “Ara b  Boycot t ”  

 
• Cu ba  

 
• North  Korea  

 
• Mya n m a r , a n d   

 
• Ira n  

 
Ea r ly U.S. s ta te a n d  loca l boycot ts  of Sou th  Afr ica  led  to th e Flu or  Da n iels ’ los s  
of a  m a jor  p rogra m  m a n a gem en t  a s s ign m en t  a t  th e n ew Den ver  In tern a t ion a l 
Airpor t .  In  1996  th e Ma s s a ch u s et ts  legis la tu re, to expres s  it s  d is a pprova l of 
h u m a n  r igh ts  a bu s es  by th e m ilita ry-led  govern m en t  of Mya n m a r , pa s s ed  a  la w 
p roh ib it in g s ta te a gen cies  from  pu rch a s in g goods  a n d  s ervices  from  com pa n ies  
doin g bu s in es s  in  Mya n m a r , Berger ’s  fir s t  in tern a t ion a l clien t .  In  Ma y 1997 , 
th e New York  City Cou n cil a ls o a pproved  a  b ill res t r ict in g th e City's  dea lin gs  
with  com pa n ies  a n d  fin a n cia l in s t itu t ion s  th a t  h a ve bu s in es s  rela t ion s h ips  
with  Bu rm a .  Th e b ill p roh ib ited  city a gen cies  from  con tra ct in g for  goods , 
s ervices , or  con s tru ct ion  with  com pa n ies  doin g bu s in es s  in  Bu rm a , a n d  
p roh ib ited  City fu n ds  from  bein g depos ited  in  ba n ks  th a t , d irect ly or  in d irect ly, 
p rovide ba n k in g s ervices  in  Bu rm a .  Th e b ill wa s  s ign ed  in to la w a n d  wen t  in to 
effect  a t  th e en d  of J u n e 1997 .  Als o in  Ma y 1997 , th e New York  City Cou n cil 
Spea ker  in t rodu ced  a  b ill to im pos e s im ila r  res t r ict ion s  on , "th e City's  dea lin gs  
with  firm s  doin g bu s in es s  in  15  cou n tr ies  en ga ged  in  ‘s ta te-s a n ct ion ed  
pers ecu t ion  of Ch r is t ia n s ,’ in clu d in g Ch in a , Egyp t , In don es ia , Sa u d i Ara b ia , 
a n d  Tu rkey.”    For tu n a tely, th a t  b ill wa s  n ot  pa s s ed  in to la w. 
 
In  th e U.S. a lon e, it  is  d ifficu lt  to p repa re a n  a ccu ra te ta lly of th e dozen s  of 
ju r is d ict ion s  th a t  h a ve in t rodu ced  or  pa s s ed  s u ch  legis la t ive m ea s u res  beca u s e 
th ey ra n ge from  s ta tes  like Ca liforn ia  a n d  New York  to th e t in y city of Ta com a  
Pa rk , Ma ryla n d .   Th ey in clu ded  city, cou n ty, a n d  s ta te govern m en ts  in  
Ca liforn ia , Colora do, Con n ect icu t , Illin ois , Ma ryla n d , Ma s s a ch u s et ts , Mich iga n , 
New J ers ey, New York , Nor th  Ca rolin a , Rh ode Is la n d , Texa s , a n d  Wis con s in .  



C:\ Docu m en ts  a n d  Sett in gs \ s tern \ Desk top \ ses s ion 8 \ Sess ion  8  -11 -1 -0 6 .d oc 25  

Th e m ea s u res  th a t  h a ve been  in t rodu ced  or  pa s s ed  ra n ge from  ben ign  n on -
b in d in g res olu t ion s  expres s in g th e ju r isd ict ion ’s  d is a pprova l to la ws  (like New 
York  City a n d  Den ver) es ta b lis h in g boycot ts  a ga in s t  pa r t icu la r  cou n tr ies  a n d  
im pos in g poten t ia lly h a rs h  econ om ic pu n is h m en t  on  firm s  th a t  fa il to com ply 
with  th e boycot t .  Th es e pen a l t ies  often  a pp ly to n on -U.S. firm s , a s  well, wh o 
h a ve opera t ion s  in  th os e ju r is d ict ion s .  For  exa m ple, th e Com m on wea lth  of 
Ma s s a ch u s et ts  h a d  iden t ified  150  foreign  com pa n ies  th a t  d id  bu s in es s  both  in  
Mya n m a r  a n d  Ma s s a ch u s et ts , in clu d in g Hon da , Nes t le, Siem en s  a n d  Un ilever .  
Th ey wou ld  a ll h a ve h a d  to m a ke a  ch oice between  doin g bu s in es s  in  Mya n m a r 
or  Ma s s a ch u s et ts .  On e s tu dy es t im a ted  th a t  a s  a  res u lt  of federa l, s ta te a n d  
loca l s a n ct ion s , U.S. com pa n ies  were los in g $15-20  b illion  in  overs ea s  s a les  
a n d  rou gh ly 250 ,000  los t  jobs .  
 
Th e Eu ropea n  Un ion  (EU) lodged  a  p rotes t  a ga in s t  s u ch  n on -federa l a ct ion s , 
cla im in g th e Ma s s a ch u s et ts / Mya n m a r  la w im pos ed  d is cr im in a tory con d it ion s  
on  pu b lic p rocu rem en t .  Moreover  by ta k in g a  pos it ion  th a t  con flicts  with  th e 
WTO a greem en ts  on  govern m en t  p rocu rem en t , th e Ma s s a ch u s et ts  legis la tu re 
cou ld  be viewed  a s  con s t itu t ion a lly u n derm in in g, a n d  even  repu d ia t in g, U.S. 
t ra de a n d  U.S. foreign  policy.  U.S. officia ls  a n d  con s t itu t ion a l la w s ch ola rs  
s im ila r ly a rgu ed  th a t , by in fr in gin g on  th e federa l govern m en t’s  exclu s ive r igh t 
to regu la te U.S. foreign  com m erce, a n d  by in fr in gin g on  th e federa l 
govern m en t’s  exclu s ive res pon s ib ility to con du ct  U.S. foreign  policy, th es e loca l 
s a n ct ion s  la ws  viola ted  well-es ta b lis h ed  con s t itu t ion a l p r in cip les .  Th e U.S. 
Su prem e Cou r t  h a s  n ow, for tu n a tely, overru led  a ll les s er  ju r is d ict ion s . 
 
Other Barriers  Includ e: 
 

• Mos t Favored  Na tion  (MFN) – th rea ts  to with h old  s u ch  des ign a t ion  
often  in  viola t ion  of WTO a greem en ts  ca n  s everely da m a ge t ra de  

 
• Licens ing and  Regis tra tion , includ ing: 
 

o Con tra ctors : s tep -by-s tep  licen s in g with  ever  in crea s in g 
con tra ct  lim its  (e.g., J a pa n , Spa in  a n d  Korea ) 
 

o Profes s ion a ls : s ta te or  p rovin ce vs . cen tra l govern m en t , n a t ion a l 
vs . EU-wide or  wor ldwide regis t ra t ion  

 
o Own ers h ip  - Min im u m  loca l own ers h ip  requ irem en ts  (e.g., 

Ch in a , Niger ia , Ma la ys ia ), m os t  fla g ca r r iers , etc. 
 

o Vis a / Work in g Pa pers  - Wh ile OECD con s u lta n ts  a n d  
con tra ctors  ca n  rea d ily m ove ca p ita l, s oftwa re, etc., over  
n a t ion a l bou n da r ies  to ga in  from  th eir  com pa ra t ive econ om ic 
a n d  tech n ica l a dva n ta ges , em ergin g cou n tr ies  (e.g., Mexico) 
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ca n n ot  a s  ea s ily t ra n s por t  low cos t  la bor  to ta ke a dva n ta ge of 
th eir  com pa ra t ive a dva n ta ges . 

 
b . Other Is s ues  and  Res trictions  
  

Region a lly, th e EU, NAFTA, Mercos u r  a n d , recen t ly, ASEAN a greem en ts  h a ve 
a ls o focu s ed  on  en cou ra gin g in crea s ed  com pet it ion  a n d  lower in g tech n ica l 
ba r r iers  to en try a m on g th eir  m em bers , wh ile th e WTO govern m en ta l 
p rocu rem en t  a greem en t  b loc s t ipu la tes  th a t  th ere s h ou ld  be n o d ifferen ces  
between  h os t  a n d  t ra d in g cou n tr ies  a n d  oth er  s ign a tory (WTO) firm s  in  la ws , 
ord in a n ces , p rocedu res , a n d  p ra ct ices  govern in g govern m en t  p rocu rem en t . 

  
Never th eles s , m a n y U.S. firm s  fa ce p reda tory fin a n cin g, wh ere m a n y foreign  
cou n tr ies , des p ite OECD a n d  WTO res t r ict ion s , con t in u e to offer  con ces s ion a ry 
(below m a rket) fin a n cin g, often  ca lled  m ixed  cred its , a n d  cred it  r is k  in s u ra n ce 
for  la rge foreign  s a les  to cover  em ergin g cou n tr ies .  In  a dd it ion , th e U.S. is  on e 
of th e few cou n tr ies  th a t  ta xes  its  cit izen s  wh en  work in g a b roa d , lim it in g th e 
a t t ra ct iven es s  of overs ea s  works . 

 
Fu r th erm ore, s in ce th e U.S. does  n ot  rely on  va lu e-a dded  ta xes  a s  a  m a jor  
reven u e s ou rce, it  ca n n ot  a s  rea d ily reba te ta xes  on  expor ts , a n d  a ltern a te 
p rocedu res  (DISC, FISC, ETI, etc.) h a ve p roved  clu m sy a n d  s u b ject  to 
wides p rea d  WTO con dem n a t ion  a n d  ru lin gs  th a t  th ey a re in  viola t ion  of th e 
WTO a greem en t . 
 
 
8 . Clas s  Dis c us s ion  
 

a. Trans parency  In tern a tion al Find ings  and  Overall Com petitive Rank ings  –  
 

As  we h a ve n oted , la ck  of in depen den t  a n d  t ra n s pa ren t  ju d icia l, a dm in is t ra t ive 
a n d  regu la tory s ys tem s  a n d  p rocedu res  ca n  be s er iou s  im ped im en ts  to firm s  
a n d  in ves tors  pu rsu in g in tern a t ion a l work .  Fu r th erm ore, th e la ck  of s u ch  
t ra n s pa ren cy a n d  a bs en ce of th e ru le of la w, often  s erves  to m a s k  
u n a ccou n ta b le bu rea u cra cies  a n d , wors e yet , fa vor it is m , cron yis m , corru p t ion  
a n d  k lep tocra cies .  Su ch  corru p t ion  a n d  cron yis m  n ot  on ly ra is es  cos t  a n d  
crea tes  a n  u n even  p la yin g field , bu t  a ls o h olds  th e con tra ct  or  con ces s ion  
polit ica l h os ta ge to s u bs equ en t  ch a rges  a n d  dem a n d  for  ren egot ia t ion , fu r th er  
extor t ion  a n d  pos s ib le ca n cella t ion s  wh en  govern m en ts  ch a n ge (e.g., On ta r io, 
In d ia , Korea ). 
 
Tra n s pa ren cy In tern a t ion a l, a n  in depen d en t  NGO th a t  h a s  b een  t ra ck in g for  a  
n u m ber  of yea rs  h ow th e pu b lic a n d  in tern a t ion a l bu s in es s es  view corru p t ion  
wor ldwide, pu b lis h ed  its  la rges t  “Corru p t ion  Percep t ion s  In dex” (CPI) to da te in  
2005 , reviewin g 159  cou n tr ies  a n d  ra n ked  n o on e a s  fu lly u n s ca th ed . 
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As  you  will n ote, a ll of th e top  20  n a t ion s  a re wea lth y a n d  a ll bu t  s ix were 
Eu ropea n .  Does  th is  reflect  a n y b ia s ? 
 
At  th e oth er  en d  of th e s ca le, th e la s t  ten  a re An golo, Ba n gla des h , Ch a d , 
Equ a tor ia l Gu in ea , Ha it i, Ivory Coa s t , Mya n a m a r  (Bu rm a ), Niger ia , Ta jik is ta n  
a n d  Tu rkm en is ta n  a n d  a ll excep t  Niger ia  a re rela t ively poor , th ou gh  An gola  a n d  
Ch a d  h a ve oil. 

 
How does  th is  lis t  com pa re with  th e World  Econ om ic Foru m  2005-2006  
“Growth  Com pet it iven es s  Repor t ”  for  117  n a t ion s ? 
 
Will th es e is s u es  im pa ct  on  you r  m a rket  ch oices  a n d  bu s in es s  p la n s ? 
 
Plea s e a n a lyze th e rela t ive n a t ion a l ra n k in gs  in  Trans parency  In tern a tion al a n d  
Global Com petitivenes s  repor ts . 
 

• How do th ey d iffer? 
 

• Wh y do th e U.S., J a pa n , Ta iwa n  a n d  Korea  ra n k  h igh er  in  th e Global 
Com petitivenes s  In d ex ra n k in gs  th a n  in  th e Tran s parency  
In tern a tion al Ind ex?  
 

• Wh y a re th e U.S. (17 ), Fra n ce (18 ) a n d  J a pa n  (21 ) ra n ked  so low in  
th e Trans parency  In tern ation al Report? 
 

• Wh a t ca n  or  s h ou ld  be don e a bou t  th es e is s u es ? 
 

• Are or  h a ve th e corru p t  cou n tr ies  been  pen a lized? 
 

b Read ing from  “The Lexus  and  the Olive Tree” - Ch a p ters  5 -12  
 
Wh a t  does  Fr iedm a n  m ea n  by: 

 
• Is  globa liza t ion  is  on ly a  polit ica l ph en om en on ? 
 
• Th e d ifferen ce between  Trea ty a n d  Dea l?  
 
• Th e d ifferen ce between  Su perpower  a n d  Su perm a rket? 
   
• How ca n  n a t ion s  p res erve th eir  iden t ity? 
 
• How is  fin a n ce, tech n ology a n d  in form a t ion  im pa ct in g 

dem ocra t iza t ion ? 
 
• Wh a t is  MID? 
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• Wh a t does  Fr iedm a n  m ea n  by th e Electron ic Herd?  Is  it  on ly a  

fin a n cia l ph en om en on ? 
 
• Does  th e Electron ic Herd  en cou ra ge dem ocra cy a n d  h ow does  

in crea s ed  dem ocra cy in flu en ce corru p t ion ? 
 
• Wh o s ta r ts  th e s ta m pedes ? 
 
• Will in crea s ed  fin a n cia l t ra n s pa ren cy h elp  or  h u r t?  
 
• Wh a t a re th e im p lica t ion s  for  th e AEC fields ? 
 
• We m oved  from  a  wor ld  wh ere th e h ea vy ea t  th e ligh t , to on e wh ere 

th e ligh t  ea t  th e h ea vy? 
 
• Do you  a gree with  h is  com m en ts  on  cou n try b ra n d in g?  An y 

exa m ples ? 
 
• Wh a t is  th e Golden  Arch es  th eory?  Is  it  va lid?  Is  Fr iedm a n ’s  

Yu gos la via n  a rgu m en t  va lid? 
 
• Wh a t does  Fr iedm a n  m ea n  by filters ? 
 
• How does  globa liza t ion  a ffect  th e en viron m en t? 
 
• Does  globa lis m  a n d  “Th e Stra igh t ja cket ”  in evita b ly lea d  to in com e 

pola r iza t ion ? 
 

 
9 . Se s s ion  9  
 
In  Ses s ion  9 , we a re goin g to exp lore in  grea ter  deta il a ltern a te p roject  delivery 
s ys tem s , in tern a t ion a l con ces s ion s , va r iou s  a pproa ch es  to s t ra tegic a n d  
ta ct ica l p la n n in g a n d  globa lly m a rket in g n ew a n d  in n ova t ive delivery s ys tem s  
a n d  con ces s ion s . 
 
Du r in g th e n ext  s es s ion , Dr . Firou z Va kil, th e form er Min is ter  of Pla n n in g a n d  
Bu dget in g for  th e Govern m en t  of Ira n , a n  MIT gra du a te a n d  a n  in tern a t ion a lly 
recogn ized  figu re in  th e developm en t  p la n n in g a n d  p roject  fin a n ce fields , will be 
join in g u s .  I th in k  you  will very m u ch  en joy Dr . Va k il’s  obs erva t ion s  from  a  
lifet im e of exper ien ce in  both  govern m en t  a n d  p r iva te s ector  s ervice.  A copy of 
h is  res u m e is  a t ta ch ed . 
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In  th is  s es s ion , we will d ive h ea dfirs t  in to in tern a t ion a l AEC work  a n d , to h elp  
you , we will d is cu s s  a  rea l-life ca s e – “Em pres a s  ICA a n d  th e Mexica n  Roa d 
Pr iva t iza t ion  Progra m .”  Cop ies  of th e ca s e ca n  be fou n d  on  th e cou rs e webs ite.  
Be p repa red  to d is cu s s : 
 

• ICA’s  ea r ly bu s in es s  m odel 
 

• Wh a t led  it  to ch a n ges ? 
 

• Wh a t a re th e r is ks  in  Mexica n  BOTs ? 
 

• Wh y (p . 7 ) do you  s u ppos e m os t  “Con ces s ion a ires  were typ ica lly 
a ffilia ted  with  a  Mexica n  con s tru ct ion  firm ?” 
 

• Wh a t s t ra tegy wou ld  you  a dop t  in  p repa r in g a  BOG b id? 
 

• Wh a t were th e ben efits  of Toll Roa ds ?  To wh om :  How wou ld  you  
m ea s u re it?  
 

• Wh a t a re th e im p lica t ion s  a n d  r is ks  of foreign  fin a n cin g for  BOTs ? 
 

• If you  were ICA’s  Vice Pres iden t  for  Pla n n in g, wh a t  wou ld  be you r 
p la n s  a n d  recom m en da t ion s ? 

 
Fin a lly, p lea s e rea d  Ch a p ter  13 , Dem olit ion  Ma n ; Ch a p ter  14 , Win n ers  Ta ke 
All; Ch a p ter  15 , Th e Ba ck la s h ; a n d  Ch a p ter  16 , Th e Grou n ds well, from  “Th e 
Lexu s  a n d  th e Olive Tree” a n d  be p repa red  to d is cu s s . 
 
Wh a t  Fr iedm a n  m ea n s  by: 
 

• Win n er  Ta kes  All – is  it  fa ir  a n d  equ ita b le? 
 

• Will th e wor ld  h om ogen ize? 
 

• Will th e in equ it ies  en cou ra ge a  cou n ter -rea ct ion ? 
 

• Is  Gra m een  Ba n k  pa r t  of th e s olu t ion ? 
 

• Wh a t ca n  tu r t les  do? 
 

• Wh a t will tu r t les  do? 
 

• Did  Ma la ys ia ’s  form er  Pr im e Min is ter , Dr . Ma h a th ir  Moh a m a d , h a ve a  
ch oice on  globa liza t ion  (Did  h e s u cceed?)? 
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• Do you  feel th a t  globa lis m  will be th e d om in a n t  in tern a t ion a l force in  
th e per iod  2000-2010? 


