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Making Your Project Bankable

By David Bowcott

RISK MANAGEMENT AND INSURANCE SOLUTIONS DRIVE PROJECT SUCCESS

roject owners and construction contractors

looking to see shovels hit ground need to

work closely together to find ways to make

their projects stand out, for the right reasons,
to those who supply financial capital.

The interest rate environment is at its highest point in
years, and this is seeing some projects being cancelled
or delayed. A meaningful way project stakeholders
can improve project finance terms is through the use
of sound risk management strategies and insurance
solutions, since these can help satisfy any growing
concerns of their debt partners.

Lenders base their pricing on the perceived risk of the
endeavour into which they are deploying capital. In
the days of low interest rates, the floor cost for debt
was so low that project stakeholders didn’t have to
expend too much effort communicating their risk
management strategies. The risk premium charged
didn’t have as much impact on the project’s financial
model. With today’s much higher floor cost for debt,
project stakeholders should be digging deeper into
their project risk management narrative to not only curb
growing financing costs, but, in some cases, to make
their project bankable/feasible.

The table on the following page illustrates the kind of
framework project stakeholders can use to improve
their project risk management narrative, to bat down
any risk concerns their debt partners may have. This
table is only a sample chart, and is by no means

an exhaustive list of construction phase risks and
associated risk controls and risk finance solutions. In

addition to construction phase risks, there are several
operations phase risks that lenders will need to assess
for adequacy of risk controls and risk finance solutions,
with respect to the project being built.

Key areas of focus for manufacturing facilities, for
example, may include:

Supply of inputs

Supply chain disruptions
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Technology and equipment failure
Demand for product manufactured
Quality control and product liability
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Energy costs and availability
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Political and economic instability

Natural catastrophe risk
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Environmental risks
10. Safety and health of labour

For each, a similar assessment of risk controls and risk
finance solutions should be done.

Ultimately a project risk management assessment
framework, if properly executed, should be effective at
showing sources of capital that you have consider all
potential threats and are using the latest and most effective
risk control and risk finance solutions to eliminate or
minimize the risk of non-payment — your capital partners
do expect to see a return on their investment, after all.

In a time of tight credit, driven by higher interest rates, it
becomes imperative to have a very strong risk management
plan for all phases of your project’s (or asset’s) life.



Top Risks During

Construction

Risk Controls

Risk Finance
(Insurance, Performance Security, etc)

Compliance.
Regulatory, Licensing
and Permitting

Cost or Schedule
Overrun

Construction
Contractor Failure

Subcontractor/
Supply Chain

Technology (Using
New Technology)

Natural Catastrophe
(Flood, Earthquake,
etc.)

Water damage due
to Construction (Roof
and/or Mechanical
Failure)

Labour Supply and
Productivity

Legal review

Project management technology
Owner procures permitting prior to bid,
where possible

Request for qualification

Evidence of financial, business and
safety review of contractor
References

Project technologies

Request for qualification
Evidence of financial, business and
safety review of contractor

Listing of subcontractors and suppliers
Evidence of financial, business, and
safety review of sub/supplier

Evidence of technology success
Third party engineer verification
Reality capture

Mock-ups of key systems
Quality control procedures

Nat Cat zone assessment (latest
technology to capture flood, quake data)
loT technology

Portable flood barrier technologies

Prequalifications of subcontractors
(Subcontractor prequal technology)
loT Technologies (water detection,
environmental)

Reality capture

Quality control procedures
Mock-up to check for design and
workmanship

Prequalification of subcontractors
Labour supply monitoring technology
Reality capture technology

Safety training, inspections and
procedure adherence

Quality control procedures

None

Liquidated damages
Letters of credit
Surety bond

Liquid surety bond

Parental guarantee
Letter of credit
Surety bond
Liquid surety bond

Parental guarantee

Letter of credit

Surety bond

Liquid surety bond
Subcontractor default insurance

Technology performance insurance
Boiler and machinery insurance

Property insurance - pay attention to business
interruption and natural catastrophe (nat cat)
deductibles and sub-limits

Professional liability (nat cat resiliency design)

Property insurance (pay attention to business
interruption and water coverage limitations)
Professional liability

Liability insurance (contractor)

Surety

Subcontractor default insurance

Surety bond
Subcontractor default insurance
Workers compensation insurance

Questions? Contact:

David Bowcott, Executive Vice President
Construction Industry Group
dbowcott@platforminsurance.com
416-566-5973
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