The Impog

SEPIOJECL risk management Isi the art and science: of
identiying, assigning, and respending o) sk
NGUEHEUE the lifie offa project and in  the Best
IMLENESLS GINMECUING| PIOJECT BIJECVES

RISk Managemeni S| Giiten’ overiooked 61 projects, hut
it can help iImprove project success by helping select
good projects, determining project scope; and
developing realistic estimates

55 percent of runaway projJects;aiaiio risk
management at all




sNAvdictionany definition ofi risk s “the pessibility,
OiNlESs Or InjuR”

= Projectrisk involVes understanding| petential
preblems that might: eeeul; G the! project and
how! they mightMpPEdE: Project SUCCESS

= Risk management islikerasiomi eiiasurance; it
IS an Investment

IS the
2IELAL Off satistaction or pleasure: received
iremrapotential payoif;

= Ui ises at a decreasing rate for a person Who
IS

— Jlhose who are ave a higher
tolerance for risk andrthel: SatiSiacCieRINCIEASES
when: more payofi Is atistake

— The approachfachievesianialance
between risk and payoff




Risk-Averse Risk-Neutral Risk-Seeking
utility utility utility

potential payoff potential payoff potential payoff

What is Prc ‘

deCIdmg how/ te appreachrandiplan
LHENIEK management activities for the project

determining whichrrisks anerlikely te afifect a
pPreject andidocumentingl their characteristics

charactenizing andanalyzing risksiand
PricHtizing thEFENfECtSIon ProjECE GJECIVES

measuinofthe prekabilit/ and
CONSEgUENCES| of Ifsks

takinOFSLEPS toreniance opportunites and
reduce threats tormeeting| project GlJECtiVEs

meniterngrkneWRNISKS, identifying
new: risks, reducing risks, and evaluatifgrtierefectiveness of risk
reduction




N

IENTEIRReUtpUL of risk management planning isia

that describes the process of how! to
gppIeEch and planifor risk on a project.

IS reducing| the: Impact oii a sk event 1y,
reducingrthe prokhability’ of its Gccurrence

are predefined actions; that the! project
teamwillFiakenFantdentiiedrnskievent eceuns

are developediior rsksithat hiaverahigh
Impact on meeting project ehjectves

or allewancesyare provisions held by
the project sponsor that can bEjUSEd tONMIUGeLE cost or
schedule risk if changes in scopetaifguality/Aeeccur

« Why is it important to take/not take this risk in relation to the project objectives?
« What is the specific risk, and what are the risk mitigation deliverables?

* How is the risk going to be mitigated? (What risk mitigation approach is to be used?)
e Who are the individuals responsible [or implementing the risk management plan?

e When will the milestones associated with the mitigation approach occur?

e How much is required in terms ol resources to mitigate risk?




Stop 1 Risk dentification

Analyze the project 1o identify
sources of risk

ll(nuwnnsks

Step 2 Risk Assessment

Assess risks in ferms of:

* Severity of impact
* Likelihood of occurring
= Controllahifity

l Risk assessment

Step 3 Risk Response Development

+ Davelop a strategy to reduce
possible damage
+ Develop contingency plans

1 Risk management
plan

Step 4 Aisk Response Control
* Implement risk strategy

= Monitor and adjust plan for
new risks
= Change

[ cHance recuesT |
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instal XP companble chip in six computer controdiad miling machines

g is highar cost , and risk of old chips faling is higher
Fhan eshmatod

(Eliminating reprogramming cost is ~§10.000. Cost of XP chips instakied is +§15,000)
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Cornrnon
Informe

SEVENAl studies show: that I projects share some
COMIMON seUrces of risk

—nadeguaterskillss inexpenence
—change In the husiness: structure

=using new/untested
technology; Is the preject feasible?

—Competien; product marketalility,

—Can project meet NPV ROI;
Payback estimates? Can companyfaionraitie project

Risk ldeg

jBentification is the process of understanding what
PELEMUal Unsatisfactory: oUtcomes are associated withra
perticular project
SEVeral risk identification tools and technigues include

- Not ter be confused wWithiwaterr on the
Prreink ein=diEin; ete:

Factfinding technigue
Strategic Planming
Using “Lessens Leamedr

—cause/effectyfilomrcherts; fishhone
(Ishakawa) etc.




Po_tential =

SWAGSEesS the likelihood and impact of:
identified risks; te) determine their
megnitude and prerity.

s Riskiguaniiicaton too)s and techngues
include




High Risk O

Probability
of Failure
(Pf) 0.4

0.4 0.6 0.8
Consequence of Failure (Cf)

N

IS a toeol fior
MEINtaINING an; awareness off sk througheui
thENITe of & project

=  EStallishia perodicireview o thiertop 10
Project sk Items

o List the current ranking); PreVieUsH anking),
number of times therrskeappears enrthe list
over a period of time, apdrarstimiary of
progress made in resolvingftierrisk item
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sh\Vlany. erganizations: rely: enithe intuitive
Ieelings andl past EXPErEnce: Of EXPEIts
terhelpridentiny potential project rsks

= EXPErTS can categerize rsksias highy
medium, or lewWithrerWithout more
sophisticated technigues

SN@iiEnTiollews gualitative risk analysis, but hoeth
G2l e dene together or separately

sNEEIUE, complex: project invelving leadingledge
LECHNBIEYIES Olten require extensive
guanitauve sk analysis

= Vain technigues imciude




N

IS a diagramming methed
UBEEMO helpiyeulselect the hest course
GifeCUERIIN SItUaeRSIRAVAICHIULUNE
OULCOMES are URcestain

IS @ LypEe Glt AECISIGN trEenVhEe Y ou
calculate the expected monetan/ Value of
a decision based oRVLSHSKEeveni
probability and monetanavalle

Probability (P) times Outcome = EMV
P=.20 X $300,000 = +$60,000

Project 1

Decision —$40,000 = —%$32,000

—4$50,000 = —$10,000
Project 2 —4%$20,000 = —$%$2,000

P=.70 $60,000 = $42,000

Project 1's EMV = $60,000 —32,000 = $28,000
Project 2's EMV = —$10,000 —2,000 + 42,000 = $30,000
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Simulation’ USes a representation or model of a
SYSLEn o analyze the expected behavier or
PErermance of the system

Simulates a model’s
oUiceme many e o providerasstatistical
distribution off thercalculated results

Toruse a Monte' Carlotsimulaten; youmust
have three estimates (mMestIkely; PESSImIstic,
and eptimistic) plus an estiMaLErGI e
likelihood of the estimate belR@MeEWEen the
optimistic and most likely values

Date: 4/14/02 11:13:56 AM Completion Std Deviation: 5.2d
Number of Samples: 250 95% Confidence Interval: 0.6d
Unique ID: 1 Each bar represents 2d

Name: Widget

45.0
40.5
36.0
Sl g
27.0
22,51
18.0

Sample Count

Completion Probability Table
Prob Date Prob Date

0.05 2/4/02  0.55 2/17/02
0.10 2/8/02  0.60 2/18/02
0.15 2/9/02  0.65 2/19/02
0.20 2/10/02 0.70 2/22/02
0.25 2/11/02 0.75 2/22/02
0.30 2/12/02 0.80 2/23/02
0.35 2/15/02 0.85 2/24/02
0.40 2/15/02 0.90 2/25/02

Cumulative Probability

T T 0.45 2/16/02
1/29/02  2/17/02  3/10/02
f29l02 21t7ioz 3 0.50 2/17/02 1.00 3/10/02

0.95 2/26/02

Completion Date
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Date: 4/14/02 11:44:56 AM
Number of Samples: 250

Unique ID: 1
Name: Widget
Prob
40t 10 2 i
= 35 B ] T 0.9 :E I
S 32t {os g 010
S Br {07 & 015
o 200 4 196 o020
g 52 025
g 161 104 2 %0
! 12r Joz & O
8 40.2 £ 0.35
4 !-! Jo.1 a 0.40
$170,370 $178,866 $188,384 g-gg

Total Cost

Cost

$173,748
$174,472
$175,266
$175,693
$176,362
$176,940
$177,597
$177,963
$178,508
$178,973

Prob
0.55
0.60
0.65
0.70
0.75
0.80
0.85
0.90
0.95
1.00

Cost Std Deviation: $3,290
95% Confidence Interval: $408
Each bar represents $1,000

Comepletion Probability Table

Cost

$179,327
$179,556
$180,015
$180,518
$180,984
$181,611
$182,387
$183,208
$184,528
$188,384

Fidentifiying and guantifying risk, yeul must
gEcide how! to respendlto them

SREGUIRMEIR Strategies:

eliminating)a speCIfic: threat o)
risks usuellysy2eliminatnopis Causes

BCCEPLING e CONSEJUERCES

should a risk eccul

ShIltING thE CONSEYUERCE GIa:
risk and responsibility foIfisimana0EmeEn terartnind

party

reducing| theNmpact eifarrisk
event by reducing the probabilityfeiMitsfeecurrence
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CosT Risks ScHEDULE Risks
Emphasize team support Increase the frequency Increase the frequency
and avoid stand-alone of project monitoring of project monitoring
project structure

Increase project manager Use WBS and CPM Use WBS and CPM
authority

Improve problem handling Improve communication, Select the most experienced
and communication project goals understanding,  project manager
and team support

Increase the frequency of Increase project manager
project monitoring authority

Use WBS and CPM

risks Invelves knewing their status

rSks| IMVOIVES caiy/ing out the nsk
MeRagement: plans as isksieeeul:

S are unplanned respenses to) sk
EVENLs that MUStEIdBRENHENRIHEE eliEeNo
contingency: plans

The main outputs of risksmenitene and control
are corrective action, projectchangerreguests,
and updates to other plans
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RISk response controll invelves executing the
ik management processes and the: risk
MEagemeERt plan te) respend e sk events

RISKSHImUST e moniteredisased onr defined
milestenes anadrdecisions made reganding
[ISks and mitigaben Siieieajes

Sometimes workarounes eruRplanned
responses to risk eventsiarerneeded when
there are no contingency plans

instal XP companble chip in six computer controdiad miling machines

than ostersatest

Pighar cost

, and risk of old chips faling is highey
(Eliminating reprogramming cost is ~§10.000. Cost of XP chips instakied is +§15,000)

Dispostion
[X] Approve

Priority

] Emargency
(X1 Urgern
1 Routine

Funding Source
Mgmi. mser 5

Budget reserve 5 __ S.000
Othet 3

Schodulod stast L.

Scheduled finish St
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