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	ASSESSMENT 11 Project Risk Management

1. Give short answers for the following questions: (16)
i. Which processes are involved in project risk management?
“Project Risk Management contains six processes: Risk Management Planning, Risk Identification, Qualitative Risk Analysis, Quantitative Risk Analysis, Risk Response Planning, and Risk Monitoring and Control.” (Project Risk Management Study Guide 2019, p2)

Kloosterman (2014), in her article for Continuing Professional Development.org differs slightly in her approach; 
“Step 1: Identify the Risk. You and your team uncover, recognize and describe risks that might affect your project or its outcomes. There are a number of techniques you can use to find project risks. During this step you start to prepare your Project Risk Register.
Step 2: Analyse the risk. Once risks are identified you determine the likelihood and consequence of each risk. You develop an understanding of the nature of the risk and its potential to affect project goals and objectives. This information is also input to your Project Risk Register.
Step 3: Evaluate or Rank the Risk. You evaluate or rank the risk by determining the risk magnitude, which is the combination of likelihood and consequence. You make decisions about whether the risk is acceptable or whether it is serious enough to warrant treatment. These risk rankings are also added to your Project Risk Register.
Step 4: Treat the Risk. This is also referred to as Risk Response Planning. During this step you assess your highest ranked risks and set out a plan to treat or modify these risks to achieve acceptable risk levels. How can you minimize the probability of the negative risks as well as enhancing the opportunities? You create risk mitigation strategies, preventive plans and contingency plans in this step. And you add the risk treatment measures for the highest ranking or most serious risks to your Project Risk Register.
Step 5: Monitor and Review the risk. This is the step where you take your Project Risk Register and use it to monitor, track and review risks.” (continuingprofessionaldevelopment.org/risk-management-steps-in-risk-management-process/) 

ii. Define the term ‘risk holder’s tolerance.’
“Stakeholders will have differing tolerances of risk, depending on the project, the conditions, and the potential for loss or reward. Stakeholders’ risk tolerance may be known at the launch of the project, by their actions during the project, or through written policy statements…The utility function is a person’s willingness to accept risk. The time and money costs required to eliminate the chance of failure are in proportion to the stakeholders’ tolerance of risk on the project. The cost of ensuring that there are no threats must be balanced with the confidence that the project can be completed without extraordinary costs.” (Project Risk Management Study Guide 2019, p4)

Alby (2019) expands this definition slightly; 
“Risk tolerance is the degree, volume or amount of risk that an organization can withstand. It indicates how sensitive organizations, stakeholders, and people are towards risks. High tolerance often means that organizations welcome high risks while tolerance tells otherwise. 
This element in project management also describes the willingness of organization and people to avoid or accept risks. There are many factors that affect the tolerance for risk. For instance, if the project being handled is critical, the organization is willing to take more risks but if it [project] is not that important, then the organization might not be willing to take a lot of risks. 
The other factors that affect it include the impact of risks on the probability of the organization and customer satisfaction.” (https://project-management-knowledge.com/definitions/r/risk-tolerance/)


iii. What is risk identification?
“After completing the risk management plan, it is time to start identifying the risks that may hinder the project’s success. Risk identification is the process of identifying the risks and then documenting how their presence may affect the project. Risk identification is an iterative process and can be completed by the project manager, the project team, a risk management team, and even SMEs. In some instances, stakeholders and even people outside the project may complete additional waves of risk identification.” (Project Risk Management Study Guide 2019, p8)

Piney (2003), elaborates;
“In the same way that one key characteristic of project management is the progressive elaboration of the resultant deliverables, the completeness of the list of risks and the plans for responding to them also need to be elaborated progressively.
One key point to note for effective risk identification is the following: it is not only the list of risks that needs to be elaborated progressively, the same holds for the full description of each risk: a fully specified risk statement has to describe not only what may happen, but also why, when and to what effect…The most effective way of ensuring that this is carried out consistently by the project team is to define, in the Risk Management Plan, a standard template for all risk statements. One typical template is given in Exhibit 2: The expressions in italics inside the square brackets need to be specified in order to describe any risk completely.”
 [image: ]
Exhibit 2: A typical Template for a fully specified risk statement.
(https://www.pmi.org/learning/library/risk-identification-life-cycle-tools-7784)

iv. Define the term ‘Qualitative Risk Analysis.’
“Qualitative risk “qualifies” the risks that have been identified in the project. Qualitative risk analysis is a broad approach to ranking risks by priority, which then guides the risk reaction process. Specifically, qualitative risk analysis examines and prioritizes the risks based on their probability of occurring and the impact on the project should the risks occur. Once risks have been identified and prioritized, qualitative risk analysis can lead to more in-depth quantitative risk analysis or move directly on to risk response planning.” (Project Risk Management Study Guide 2019 p12)

In an article written on Qualitative Risk Analysis for Project Management Skills.com. Qualitative and quantitative analyses are differentiated thus; 
“There are two primary methods of risk analysis you can use on your project...
· Qualitative Risk Analysis
· Quantitative Risk Analysis
The main difference between these two methods of risk analysis is that qualitative risk analysis uses a relative or descriptive scale to measure the probability of occurrence whereas quantitative risk analysis uses a numerical scale. For example, a qualitative analysis would use a scale of "Low, Medium, High" to indicate the likelihood of a risk event occurring.
A quantitative analysis will determine the probability of each risk event occurring. For example, Risk #1 has an 80% chance of occurring, Risk #2 has a 27% chance of occurring, and so on.” (https://www.project-management-skills.com/qualitative-risk-analysis.html)

v. What is a Decision Tree Method? How is it used for examining risks?
“A decision tree is a method to determine which of two decisions would be better. The decision tree model examines the cost and benefits of both decision outcomes and weighs the probability of success for the two decisions. For example, it may be used to determine lease-or-purchase equations, buy-versus-build scenarios, or whether to use in-house resources rather than outsourcing the project work. The purpose of the decision tree is to make a decision, calculate the value of that decision, or determine which decision costs less.” (Project Risk Management Study Guide 2019 p16)
Sharma (2017), writing for brighthub.com, gives a simple introduction, to his article, Using Decision Trees Analysis to Calculate Expected Monetary Value (EMV) in Project Risk Management:
 
“Business or project decisions vary with situations, which in-turn are fraught with threats and opportunities. Calculating the Expected Monetary Value of each possible decision path is a way to quantify each decision in monetary terms. Calculating Expected Monetary Value by using Decision Trees is a recommended Tool and Technique for Quantitative Risk Analysis…To use Decision Tree Analysis in Project Risk Management, you need to:
1. Document a decision in a decision tree.
2. Assign a probability of occurrence for the risk pertaining to that decision.
3. Assign monetary value of the impact of the risk when it occurs.
4. Compute the Expected Monetary Value for each decision path.
(https://www.brighthubpm.com/risk-management/48360-using-a-decision-tree-to-calculate-expected-monetary-value/)

vi. Explain the term ‘risk response.’
“Risk response focuses on how to decrease the possibility of risks adversely affecting the project’s objectives and how to increase the likelihood of positive risks that can aid the project. Risks will increase or decrease based on the effectiveness of risk response planning. Risk response planning assigns responsibilities to people and groups close to the risk event.” (Project Risk Management Study Guide 2019 p17)
An article written for GreyCampus.com clarifies;
“The risk response planning involves determining ways to reduce or eliminate any threats to the project, and also the opportunities to increase their impact. Project managers should work to eliminate the threats before they occur. Similarly, the project managers should work to ensure that opportunities occur. Likewise, the project manager is also responsible to decrease the probability and impact of threats and increase the probability and impact of opportunities.
For the threats that cannot be mitigated, the project manager needs to have a robust contingency plan and also a response plan if contingencies do not work.
It is not required to eliminate all the risks of the project due to resource and time constraints. A project manager should review risk throughout the project. Planning for risks is iterative. Qualitative risk, quantitative risk, and risk response planning do not end ones you begin work on the project.” (https://www.greycampus.com/opencampus/project-management-professional/plan-risk-responses)

vii. What is ‘risk acceptance’?
“Risk acceptance is the process of simply accepting the risks because no other action is feasible, or the risks are deemed to be of small probability, impact, or both, and a formal response is not warranted. Active acceptance entails developing a contingency plan should the risk occur. Passive acceptance requires no action; the project team deals with the risks as they arise. A contingency plan is a predefined set of actions to be taken by the project team should the risk event occur. A contingency plan has also been called ‘a worst-case scenario’ plan. Most risk acceptance policies rely on a contingency allowance for the project. A contingency allowance is an amount of money the project will probably need in the contingency reserve based on the impact, probability, and expected monetary value of a risk event.” (Project Risk Management Study Guide 2019 p19)

Kenton (2018) in his piece for investopedia.com explains his take on risk retention:
“Many businesses use risk management techniques to identify, assess and prioritize risks for the purpose of minimizing, monitoring, and controlling said risks. Most businesses and risk management personnel will find that they have greater and more numerous risks than they can manage, mitigate, or avoid given the resources they are allocated. As such, businesses must find a balance between the potential costs of an issue resulting from a known risk and the expense involved in avoiding or otherwise dealing with it. Types of risks include uncertainty in financial markets, project failures, legal liabilities, credit risk, accidents, natural causes and disasters, and overly aggressive competition.
Accepting risk can be seen as a form of self-insurance. Any and all risks that are not accepted, transferred or avoided are said to be "retained." Most examples of a business accepting a risk involve risks that are relatively small. But sometimes entities may accept a risk that would be so catastrophic that insuring against it is not feasible due to cost. In addition, any potential losses from a risk not covered by insurance or over the insured amount is an example of accepting risk.” (https://www.investopedia.com/terms/a/accepting-risk.asp)

viii. Give a few examples of risk transfers
“Transference is the process of transferring the risk (and the ownership of the risk) to a third party. The risk doesn’t disappear -it is simply someone else’s problem. Transference of a risk usually costs a premium for the third party to own and manage that risk. Common examples of risk transference include:
· Insurance 
· Fixed-priced contracts
· Warrantees
· Guarantees 
· Performance bonds
(Project Risk Management Study Guide 2019 p19)

The Corporate Finance Institute.com explains Risk Transfer, as follows:

“There are two common methods of transferring risk:
 1. Insurance policy
As outlined above, purchasing insurance is a common method of transferring risk. When an individual or entity is purchasing insurance, they are shifting financial risks to the insurance company. Insurance companies typically charge a fee – an insurance premium – for accepting such risks.
 2. Indemnification clause in contracts
Contracts can also be used to help an individual or entity transfer risk. Contracts can include an indemnification clause – a clause that ensures potential losses will be compensated by the opposing party. In simplest terms, an indemnification clause is a clause in which the parties involved in the contract commit to compensating each other for any harm, liability, or loss arising out of the contract.
For example, consider a client that signs a contract with an indemnification clause. The indemnification clause states that the contract writer will indemnify the client against copyright claims. As such, if the client receives a copyright claim, the contract writer would (1) be obliged to cover the costs related to defending against the copyright claim, and (2) be responsible for copyright claim damages if the client is found liable for copyright infringement.
 Risk Transfer by Insurance Companies:
Although risk is commonly transferred from individuals and entities to insurance companies, the insurers are also able to transfer risk. It is done through an insurance policy with reinsurance companies. Reinsurance companies are companies that provide insurance to insurance firms. Similar to how individuals or entities purchase insurance from insurance companies, insurance companies can shift risk by purchasing insurance from reinsurance companies. In exchange for taking on this risk, reinsurance companies charge the insurance companies an insurance premium.
 Risk Transfer vs. Risk Shifting:
Risk transfer is commonly confused with risk shifting. To reiterate, risk transfer is passing on (“transferring”) risk to a third party. On the other hand, risk shifting involves changing (“shifting”) the distribution of risky outcomes rather than passing on the risk to a third party.
For example, an insurance policy is a method of risk transfer. Purchasing derivative contracts is a method of risk shifting.” (https://corporatefinanceinstitute.com/resources/knowledge/strategy/risk-transfer/)

2. How can the effects of risks be mitigated? Give some examples.
“An effort to reduce the probability and/or impact of an identified risk in the project is called mitigating risks. Mitigation is carried out—based on the logic—before the risk occurs. 
· Adding activities to the project to reduce the risk probability or impact
· Completing more tests on the project work before implementation
· Developing prototypes, simulations, and limited releases
· Simplifying the processes within the project.”
(Project Risk Management Study Guide 2019 pp18-19)

Kashyap, (2019) elaborates, in her very informative piece; ‘Risk Management in Project Management: 6 Ways to Mitigate Risk’:

“The ability to foresee risks that might creep up any time in the future is a crucial skill of an effective project manager. A definite risk management plan helps you to be prepared to deal with uncertainties and minimize extra costs by saving valuable resources such as time, income, assets, and people.
· Include risk management in your projects
The first and the foremost thing you can do to improve your project management is to embed risk management in your projects. Nowadays, many companies and organizations are introducing project risk management to train their staff to detect risks before things get worse. To identify risks, one must possess expertise and experience to be able to focus on future scenarios.
· Communicate risks to others
Isn’t it great when someone in your team predicts and points out a potential risk in a team meeting and when that risk actually appears, you already had a backup in mind? This is where risk communication comes into the picture.
Often major failures could have been easily tackled with consistent communication. The most realistic method would be to communicate risks while working on individual tasks so that you can have a Plan B ready, just in case if things don’t go per the plan.
· Prioritize risks
There are two types of risks: low-degree risks and high-degree risks. As the name suggests, low-degree risks are the ones that could affect the outcome but are still manageable. Whereas high-degree risks could significantly affect the outcome and halt progress in a big way. Thus, it is noteworthy that some risks have a higher impact than others.
· Analyse risks
Risk analysis is an important part of risk management that can actually help you take serious steps for the benefit of a project. That’s why it is crucial to understand the nature of a risk and the effects associated with it. Always keep in mind that risk analysis isn’t just one-dimensional but occurs at different levels.
· Implement risk responses as early as possible
The above points enable you to understand and prioritize risks, whereas implementing risk responses is going to make the actual difference to a project. It includes three options: risk acceptance, risk avoidance, and risk minimization.
If the effects on a project are minimal or too difficult to influence, it’s best to accept the risk. While avoiding a risk, you can plan or manipulate the project in such a way that there is the least possibility to come across a specific risk. To minimize a risk, you must try to influence the causes or strengthen the favourable factors to compensate for the effect of risks.  
· Track them down regularly
It’s important to track risks on a regular basis as it helps you and the team to figure out the common risks and their impact on projects. The easiest method would be to make a report after the project has completed and identify risk tasks, their causes, effects, and analyse them so that you know how to tackle them just in case you encounter them on another project.” (https://www.goskills.com/Project-Management/Articles/Risk-management-in-project-management)
Harrin, (2016) appears to broadly concur with her (also very readable), piece on ‘7 Ways to Mitigate Risk on Projects’ for Strategy Execution.co.uk
“Here are 7 of the most common ways to mitigate risk: all approaches that will transfer to your project in most cases.
1. Clarify the Requirements: What is it that you want to achieve with this project? Knowing that, and having true, deep clarity about that, is a huge mitigating factor for risk. It eliminates all the ‘we didn’t know what we were doing,’ and ‘you never said’ type risks that relate to scope.

2. Get the Right Team: People introduce all kinds of risk to a project, largely due to their availability and skills. People with inadequate skills make your project take longer because they are slower. People who aren’t available when you need them also impact your project timescales.

3. Spread the Risk: Don’t try and dump all the risk on one person or group. Yes, risk transference is a recognized and useful risk management strategy, but it has to be used with caution. Mitigating your own risk by dumping it on someone else isn’t always the best approach.

4. Communicate and Listen: Communicate widely, consult widely and listen to the responses you get. These can help you identify residual risks and strategies to engage more effectively with the stakeholders concerned.

5. Assess Feasibility: Make use of feasibility studies and prototypes to test out ideas and solutions before you move to a full build. This is a simple way of de-risking a project because you can use this early stage as a test bed for checking your concepts, methodology and solution.

6. Test Everything: Experienced project managers will tell you that when project timescales are under pressure, testing is often the task that gets cut. Don’t let that happen. Testing is an important part of making sure that your project risk is lower and manageable. Testing helps flush out problems that might bring the project to a standstill later. Test everything: training materials, implementation plans, and obviously software and the deliverables. Test frequently and allow longer than you expect.

7. Have a plan B: You’ve planned out everything and your risk mitigation strategies are all in place. And still you hit a problem that you hadn’t foreseen. Don’t worry. It happens.
The best way to plan for the unplannable is to have alternatives in your back pocket. This could be:
· Contingency funds
· Float in the plan
· Additional resources on standby
· Options to break the project into segments and/or reduce scope
A Plan B isn’t something that you particularly set out to want to use, but it’s there as a cushion should any of your risks materialize in ways that you didn’t expect, or new risks come along that took everyone by surprise.”
[image: risk management]
(https://www.strategyex.co.uk/blog/pmoperspectives/7-ways-to-mitigate-risk-on-projects/)


3. Discuss, in detail, the process of identifying project risks
“Project Risk Management contains six processes: 
· Risk Management Planning 
· Risk Identification
· Qualitative Risk Analysis 
· Quantitative Risk Analysis 
· Risk Response Planning 
· Risk Monitoring and Control
These processes are concerned with identifying and planning for potential risks that may impact the project. Organizations will often combine several of these processes into one step. For example, Risk Identification, Quantitative Risk Analysis, and Qualitative Risk Analysis might be performed at the same time. The important point is to strive to identify all the risks and develop responses to those with the greatest consequences for the project objectives.” (Project Risk Management Study Guide 2019 p2)

Hall, (2019) writing as The Project Risk Coach, states;

“Project managers who identify project risks very well do the following things:
First, project managers clarify what they mean by project risk.
Second, they use a variety of risk identification tools and techniques, not just one.
Third, they write the risks in a consistent format.
Fourth, project managers engage the right stakeholders.
Fifth, they look beyond the obvious risks. Look around the corners.
Lastly, project managers capture their project risks in a central repository.

[image: ]
(https://projectriskcoach.com/identify-project-risks/)

Team Clarizen (2019) add;
“How to Identify Project Risks: The singular source for many project management definitions is the Project Management Body of Knowledge, from the PMI. This defines risk as “an uncertain event or condition that, if it occurs, has a positive or negative effect on a project’s objectives”. The important thing to note is the focus on the uncertain aspects of risk. That means they are something that “might” happen not what “will” happen, which is also how the risk should be phrased.
Examples of risks:
· There won’t be high enough internet speeds to process data as quickly as necessary
· Different versions of software won’t work together
· Technical expertise may not be available for scaling project to other locations
· There may be changes to the regulatory environment concerning how we file customer information
· Our contractors may not be able to maintain adequate levels of supply as we expand
 
The terminology used should describe a very specific event that is not certain to happen but may occur, and which will have an effect on your project. Statements such as “project runs over deadline” or “scope isn’t clearly defined” are, respectively, either ill-defined or clear issues which will happen.
Identifying what project risks are is thus about considering what events may occur that will affect the course of the project. There are several steps to make sure that your risk assessment and identification is as effective as possible.” (https://www.clarizen.com/project-risks-how-to-define-identify-them/)
Clayton (2016) in summing up his article; ‘8 New Ways to Identify Risks’ for Project Manager.com says; 
“Risk management is an essential discipline in the project management process. And it all starts with identifying the risks your project faces.” 
(https://www.projectmanager.com/blog/8-new-ways-identify-risks)
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Because of [cause], [event] could occur during [fime-window], which could lead to [impact] with an [effect on project
objective].

For example

Because of an [incompatibilty between the customer expectations and the actual product], the [customer may refuse to
sign the final acceptance] after [our functional tests have been successfui] which could lead to [the need to rework or
renegotiate], with an [increase in the effort time and cost]





