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The days of the risk-free deal are over  
– if those days ever indeed existed. in Canada, 

while we are not (yet) returning to the days of the 
foreign investment review agency, we may in fact 
be in even riskier times when it comes to major 
transactions over which governments have a say.

Political risk has never been high on the deal agendas 
of boards and management. Usually, their decisions 
are taken on the basis of market fundamentals, with 
political risk something to be managed, but not 
significant enough to alter boardroom decisions. 

Whether it is a fear of loss of local control brought 
on by globalization or a more temporary reaction to 
turbulent economic times, increasing numbers of 
transactions have faltered as a result of inadequate 
assessment of political risk. executive management 
and boards are starting to realize that assessing 
political risks needs to begin early in the decision-
making process, and follow strict rules of engagement.

to mitigate these risks, corporations must allocate 
appropriate resources to integrate political 
considerations into their strategic-planning and 
transaction processes. they should do this by 
identifying and assessing risk, then putting in place 
a plan to mitigate that risk. finally, companies and 
their boards must have a very good understanding of 
the policy direction of the governments they will be 
negotiating with, because of the volatile and ever-
changing nature of the political process.

The Policy Context
No matter how open the economy, significant 
investments often run into political challenges. 
Political risk is not limited to just emerging markets, 

centrally managed economies or developing 
countries; it is increasingly becoming a factor when 
doing business in the developed world.

recently, Chinese companies were among the first 
to experience these risks in North america with 
their failure, in separate transactions, to acquire 
Unocal and, later, Noranda Mining in Canada. 
dubai Ports World, controlled by the United arab 
emirates’ sovereign wealth fund, was blocked 
by political pressure in the U.s. congress in its 
attempt to acquire the facilities management rights 
of several important United states port facilities. 
More recently, political risk proved the undoing 
of singapore’s attempt to take over the australian 
stock exchange, and blocked the proposed Nyse/
deutsche Borse merger.

Perhaps the most frequently cited Canadian 
transaction that faltered due to political risk was BhP 
Billiton’s attempted acquisition of Potash Corp. of 
saskatchewan (PCs) in 2010. BhP’s bid, had it not 
been withdrawn, would have been blocked by the 
Canadian government under the investment Canada 
act. Until BhP, only one application under the 
investment Canada act had been rejected. foreign 
investors, negotiating in confidence, had previously 
been able to make and then change undertakings 
to governments, almost with impunity. indeed, the 
guidelines in the investment Canada act gave the 
benefit of the doubt to the investor. at the end 
of the day government might review, but “market 
transactions” always seemed to get approved. 

Canada’s rejection of the BhP Billiton application 
created worldwide surprise and new interest in 
taking political risk more seriously. according to 
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eric reguly of the Globe and Mail, “BhP massively 
underestimated… political resistance.” 

Political resistance came primarily from saskatchewan 
Premier Brad Wall, who used a nationalist pitch, 
supported by business leaders and other provinces, 
including alberta, calling potash a “strategic asset” 
(a term not found in the investment Canada act). 
the pitch gained traction in public opinion and a 
pro-investment, conservative government blocked the 
deal. interestingly, while many criticized the lack of 
transparency of the investment Canada process, virtually 
no one criticized the decision. Many commentators 
have speculated that the company did not sufficiently 
“prepare the ground” before the transaction was 
announced to ensure its success. 

rejection of foreign-investment applications continues 
to be the exception and not the rule. since 2005, 
foreign investors have successfully completed a number 
of deals for Canadian companies such as fairmont 
hotels (formerly Canadian Pacific hotels), Molson, inco, 
falconbridge, dofasco, stelco and addax Petroleum.

rio tinto plc’s 2007 bid for alcan inc. is an instructive 
example, as it was of a similar size (and arguably 
larger symbolism) to BhP’s bid for PCs. rio tinto 
encountered no public opposition from the federal or 
provincial governments, even though foreign ownership 
would not alter the trajectory of planned facility 
closures or speed planned investments. What appears 
to have worked in that case was an early assessment and 
understanding of the political risk, thorough research 
(conducted well before the transaction arose), a strong 
risk-management team, and having early discussions 
with regulators, with key scripts and messages. 

What Can You Do? The Importance of Political Risk 
Management and Assessment
leading companies have invested millions to mitigate 
legal, hazard, operational, financing and investment 
risks. Companies should now start adding political risk 
to their ongoing analysis in day-to-day operations and as 
part of their deal structure. Political-risk management 
and assessment ought to be integrated into strategic 
decision making and ongoing monitoring activities. 
Companies also must be proactive in communicating in 
a timely manner, especially to political decision makers. 
Boards and management should consider formalizing 
political-risk management and assessment by having 

internal auditors conduct political-risk assessments on a 
regular basis.

Ongoing Political-Risk Management
the following steps can be used as a guide when 
implementing ongoing political-risk management. 

1. Integrate your management risk team
too often political risk is an afterthought. Boards 
leave it to their informal network of contacts to assess 
risk on an ad-hoc basis. With so much riding on an 
investment decision, boards should be seeking outside 
counsel, as well as that of in-house public affairs and 
public-relations professionals, and integrating their 
advice into the company’s strategic plan.

2. Conduct research
Wherever possible, companies should conduct 
stakeholder research to gain a full appreciation of 
the opinions of public stakeholders, including, 
among others, government, opposition parties, 
public-interest groups and the general public, in 
the environments in which they are interested. Use 
objective research from reliable third-party sources. 
this research will quickly ascertain whether there 
is sufficient stakeholder support for the company’s 
strategic plan.
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3. Know your options
Boards should have a good understanding of the 
options open to them and to the government(s) 
involved. remember, government has its own 
agenda. Just because the company has a preferred 
course of action does not mean the government will 
not have ideas of its own. the secret in assessing risk 
is to maintain flexible options so that strategic plans 
can be negotiated on a win/win basis. 

4. Talk to government with key scripts and messages
the last step in mitigating political risk is to talk 
directly to government. floating ideas and trial 
balloons may appear a harmless way of assessing 
risk, but it can often lead to miscommunication and 
missteps. Before talking to anyone about the plan, 
key scripts and key messages should be drafted and 
circulated to ensure everyone is on the same page 
when communicating with government (and other 
important stakeholders). inconsistent or ill-founded 
messages create confusion and doubt. 

Political-Risk Assessment for Specific Events
the following steps can be used as a guide when 
implementing political-risk assessment for a particular 
challenge or opportunity, including an acquisition or 
other one-time major event.

1. Identify the challenge or opportunity
the first and perhaps most obvious step is to 
identify the opportunity and fully understand the 
implications for your organization. this will give 
you the building blocks to effectively assess political 
(and other) risks.

2. Identify all of the stakeholders and potential 
partners
it is important to understand all of the 
stakeholders and partners with whom you should 
be engaging. this extends beyond government to 
business organizations and allies who will support 
or oppose your cause. it is preferable to identify 
these groups early rather than scramble to find 
friends in the face of opposition.

3. Identify issues and concerns
take the time to identify all of the issues and 
concerns that you are aware of before launching a 
major initiative. your external advisors should offer 
additional insights, but your internal-management 
risk team will be the best resource to work through 
potential obstacles.

4. Assemble your execution team
a proper execution team is a critical success 
factor. do your due diligence and find 
out who is the most qualified. Bankers, 
lawyers and public-relations and 
government-relations professionals 
should be engaged early, and involved 
in planning from the start. an 
integrated team is an effective team, 
particularly when facing political risk.

5. Create a timeline and critical path
the timeline and critical path should not 
only include the execution plan, but also 
account for major events happening around it. 
elections and leadership changes, for example, 
can radically alter the outcome of an initiative. if 
the critical path is understood at the early stages, 
the execution team can take steps to mitigate 
potentially negative consequences.
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Risk-Assessment Map
a crucial step in any risk-mitigation process, whether 
for ongoing risk management or for a specific 
transaction, is to take the time to do a risk-assessment 
map. do this early and often; assessments of risk can 
change over time. this survey should measure the 
consequence, probability and manageability of each 
risk, on a scale of very low to very high. an example 
of a risk-assessment map is set out below. 

Political risk assessment is an essential part of good 
governance

the BhP Billiton-Potash case makes it clear that 
political risk is no longer limited to the developing 
world, and that political pressure and tactics do not 
just come from the left of the political spectrum. 
Political resistance is becoming part of the fabric of 
investment in democracies around the world. further, 
political risk is not restricted to transaction activities; 
it is inherent in any decision where there is significant 
government or regulatory involvement. for example, 
the green-energy sector in ontario is nervously 
watching the minority government in ontario, where 
the leader of the opposition has pledged to end 
the government’s feed-in tariff program in favour 
of another method of awarding renewable-energy 
contracts. dozens of projects could be killed.

in today’s environment, accounting for and 
continually assessing political risk is an essential part 
of the governance of any organization.
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terra rebick is vice President and General 
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SAMPLE RISK ASSESSMENT FOR “ABC TRANSACTION”  
VL = Very low   L = LOW   M = MEDIUM   H = HIGH   VH = Very High 
Briefly discuss significant risk items identified in the table, and measures for risk mitigation

Consequence Probability Manageability

1. Political 

(A) New Opposition party in 
fall election 

M M Vl

(B) Legislative change h – In the event that the 
legislation is passed, we will 
not receive the necessary 
tax incentives.

M – Intelligence gathered 
suggests that there is some 
support for the change, but 
the outcome is not certain.

M – Discussions continue 
with government and 
stakeholders, emphasizing 
our key messages in support 
of the status quo.
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