MANAGING PROJECT RISK

Introduction

Everything that is done in business contains some measure of risk. No matter what
the activity, there is an element of risk that must be analyzed and weighed against the
potential rewards. The best organizations are those who can choose the right risks to
take on, and the ones to avoid.

Dealing with too little risk often means that the organization is anservative
and is limiting their potential for growth—too much risk, howé company is
likely to crash and burn at some point along the way.
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Dealing with the risk inside of a project isn't much different from dealing with any other
business risks that you encounter. While it probably isn't possible to foresee all potential
risks that could come down the line, planning for as many of them as you can will give
the project its greatest chance at success.
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Among the most common risks that need to be dealt with are losing key members of the
team partway through the project, or running out of money to see the project all the way
through to completion. In the case of both of those risks, there are steps that can be taken
to mitigate the damage they would do and be prepared in the event that they do occur.
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For example, having redundancy within your team can help to limit the damage if a team
member moves on to another job partway through the work, and building the project
in such a way that it can be ‘paused’ while waiting for more funds could prevent it from
being completely wiped out by a temporary lack of funding.

Evaluating the Risks

the project, you

With a list in place that highlights which risks you will be taking on d

A project that could put you in legal trouble for one
be avoided. However, if the worst-case for a prgj i ted time and a

reward. It is all about balance in risk méane and cons have to be
weighed carefully with respect to each

Risk
Impact—
looks at potential

Risk
Probability-

i ellho.F ach risk effect on schedule,
will occu cost, quality or
performance

Both qualitative and quantitative analysis must be performed for each risk. Firstly, each
risk is assessed and rated according to its likely probability and then secondly on the
impact it would have on the project if it happened. There are a variety of tools that are
used to assist in these processes:

ISBN 978-1-62620-986-4 © www.free-management-ebooks.com 6



MANAGING PROJECT RISK

Techniques used in Risk Analysis

Qualitative

Quantitative

Risk Probability & Impact Assessment
Probability & Impact Matrix
Risk Data Quality Assessment

Data Gathering & Representation Techniques
Quantitative Risk Analysis & Modeling
Techniques:

Risk Categorization « Sensitivity Analysis
Risk Urgency Assessment * Expected Monetary Val ‘M) Analysis
Expert Judgment * Decision Tree Analysi

* Tornado Diagram
* Monte Carlo Analy:
Expert Judgment

Qualitative Risk Analysis
o Risk Probability & Impact Assess

o Probability & Impact Matrix
o Risk Data Quality Assess

o Risk Categorization

nt

o Risk Urgency Assessment

Expert Judgme

(EMV) Analysis

Beyond wh amage a certain risk could do is the consideration of how likely that

risk is to occur. For example, a risk that is very likely to occur and would also be highly
damaging to the company is one to take very seriously. On the other hand, a risk that is

unlikely to be realized and also wouldn’t do much harm is one that you can mostly ignore.

Mitigating the Risks

This was touched on briefly above as far as taking steps to limit the damage that any of
your potential risks would do. The easiest example to understand is the one regarding
members of the team.
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When you are building a team to work on the project, keep in mind that not every team
member will see the project through from start to finish. If you only have one person who
is capable of performing a vital portion of the work, you are exposed to risk if that person
should leave for any reason. Instead, there should be as much redundancy as possible—
especially in the critical areas of the project—so the loss of one or two people along the
way doesn't derail the entire project.

Strategies for Dealing with Project
Risk Responses
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Doing what you can to limit your exp i \roughout the project, while still giving
the project a chance to succeed is the ect manager takes on. No one likes
to have to deal with risk, butdit.i j art of doing business.

The best that can be done is ch risk that you might face, and weigh it
against the potenti waiting at the end of the project. Project managers
also plan how they j a variety of tools and techniques shown in the
diagram below.
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The goal is to make the level of risk acceptable to the organization and to take steps that
minimize the element of risk as much as possible.

Managing Project Risk

A risk is a future event that may or may not happen, but if it does o it will have an

effect on project scope, schedule, budget, or quality. It may ha

and, if it occurs, it may have one or more impacts.

the project plan.

Project Scope
Project Schedule
Project Cost

Project Quality

Whatiscertainisthatiftheriskhappensinthe futureit willhave an effect on project project
scope, schedule, cost, or quality. It may have one or more causes and, if it occurs, it may
have one or more impacts. All project activities carry some element of risk, which are
uncertainties about them that could affect the project for better or worse.

The important distinction that must be understood is the difference between business
risks and project risks. Business risks are more general and relate to the organization,
whereas project risks relate specifically to the project objectives.
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Business risk implies uncertainty in profits or danger of loss and the events
that could pose a risk due to some unforeseen events in future, which causes
business to fail. (Wikipedia)

For example,

ithin an agreed

e Project scope—to build the stadium to the agreed specificati
timescale and budget.

e Project risk—that the building costs may be higher tha cause of an
increase in materials or labor costs.

e Business risk—even if the stadium is construc i get that
it will not make money for the business.

maintenance costs. These risks exist outsi Ject. Risks are caused
by a requirement, assumption, consitai ion that creates the possibility of
negative or positive outcomes.

Reguirements, Assumptions,
Consiraints or Conditions can cause

otenu.i positive or negative
outcomes

above: arisk cause would be a change in health and safety legislation

during the e. Whereas a risk outcome would be increased costs to modify the

parts of the stadium in accordance with the new legislation before it can be used.
Project Impact on cost, schedule and performance needs to assessed:

1. Shortage of skilled personnel due to demand by other building projects.
2. Unexpected cost of inspection & license.

3. The build of the affected parts of the stadium can be brought forward to finish
project on time.
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