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A Study on the Application of Cost Risk Expesure methoeds

by the Probabilistic Evaluation on the Construction Projects
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Abstract

The paper considers two non-deterministic methods of analysing the risk exposure in a cost estimate. The fist
method(referred to as the ‘conventional statistical method) analyses cost data directly, to describe a probability distribution
for total cost. The second method(referred to as the ‘Monte Carlo simulation’ method) interprets cost data directly, to generate
a probability distribution for total costs from the descriptions of elemental cost distribution.

The common practice of allowing for risk through an all-embracing contingency sum or percentage addition is challenged.
Rather than excluding conventional, non-deterministic methods, they are here presented as possibly the only effective
foundation on which to risk management in cost estimating.

Keywords ; risk analysis, risk exposure, cost estimating, Monte Carlo simulation
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