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Project Risk Management Planning

• PMI defines a project risk as an uncertainty that can 
have a negative or positive effect on meeting project 
objectives.

• Key outputs of project risk management planning 
include a risk management plan, a probability/impact 
matrix, a risk register, and risk-related contractual 
agreements.
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Risk Management Plans

• A risk management plan documents the procedures for 
managing risk throughout the life of a project.

• The general topics that a risk management plan should 
address include the methodology for risk management, 
roles and responsibilities, budget and schedule 
estimates for risk-related activities, risk categories, 
probability and impact matrices, and risk 
documentation.
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Other Risk Plans

• Contingency plans are predefined actions that the 
project team will take if an identified risk event occurs. 

• Fallback plans are developed for risks that have a high 
impact on meeting project objectives, and are put into 
effect if attempts to reduce the risk are not effective; 
sometimes called contingency plans of last resort.

• Contingency reserves or contingency allowances are 
funds held by the project sponsor that can be used to 
mitigate cost or schedule overruns if unknown risks 
occur.
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Figure 5-4. Special Monitor to Help 
Manage Schedule Delays
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Table 5-8. Sample Risk Management Plan
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Risk Events and Probability/Impact 
Matrices

• Risk events refer to specific, uncertain events that may 
occur to the detriment or enhancement of the project.
– Negative risk events include the performance failure of 

a product produced as part of a project, delays in 
completing work as scheduled, increases in estimated 
costs, supply shortages, litigation against the company, 
and strikes.

– Positive risk events include completing work sooner 
than planned or at an unexpectedly reduced cost, 
collaborating with suppliers to produce better products, 
and obtaining good publicity from the project.

– You can chart the probability and impact of risk events 
on a matrix.
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Figure 5-5. Sample Probability/Impact 
Matrix
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Risk Registers
• A risk register is a document that contains the results of various risk 

management processes and is often displayed in a table or spreadsheet format.
• It is a tool for documenting potential risk events and related information, 

including:
– An identification number for each risk event
– A rank for each risk event (usually high, medium, or low)
– The name of the risk event
– A description of the risk event 
– The category under which the risk event falls
– The root cause: The real or underlying reason a problem occurs
– Triggers: Indicators or symptoms of actual risk events
– Potential responses to each risk event
– The risk owner, or person who will own or take responsibility 
– The probability of the risk event occurring
– The impact to the project if the risk event occurs
– The status of the risk event
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Table 5-9. Sample Risk Register
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Risk-Related Contractual Agreements

• Work done by outside suppliers or sellers should be well 
documented in contracts, which are mutually binding 
agreements that obligate the seller to provide the specified 
products or services, and obligate the buyer to pay for them.

• Project managers should include clauses in contracts to help 
manage project risks by using:
– Incentive or penalty clauses.

– Certain types of contracts, such as fixed-price contracts, to reduce 
their risk of incurring higher costs than expected.

– Competition for supplying goods and services to help reduce 
negative risks and enhance positive risks on projects.
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Table 5-10. Sample Guidelines for Risk-
Related Contractual Agreements
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What Went Right?
• The Petronis Twin Towers in Malaysia are famous landmarks in 

Kuala Lumpur. They were the tallest buildings constructed at the 
time, and the first large construction project to use GPS (Global 
Positioning System). Over 7000 people were working on the site 
during the peak of construction. The project management team 
decided to use competition to help keep the project on time and 
on budget. The Japanese firm Hazama Corporation led the 
construction of Tower 1, and the Korean firm Samsung 
Engineering Co. led the construction of Tower 2. Because the 
towers were constructed simultaneously, everyone could see the 
progress of the two competitors as the 88-story towers rose into 
the sky. “Construction of the towers was fast paced, thanks in 
part to the decision to grant two contracts, one for each tower, to 
two separate contractors. This naturally created a competitive 
environment, to the benefit of the building.”*

*Cesar Pelli and Michael J. Crosbie, “Building Petronas Towers,” Architecture Week 
(February 19, 2003).
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Project Procurement Management 
Planning Tasks

• Project procurement management includes acquiring or 
procuring goods and services for a project from outside 
the organization.

• As the business world continues to become more 
competitive and global, more and more projects include 
procurement, often referred to as outsourcing.

• Key outputs include make-or buy analyses, 
procurement management plans, requests for proposals 
or quotes, contract statements of work, and supplier 
evaluation matrices.
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Media Snapshot
• Several companies, including those owned by famous celebrities, work closely with 

outside sources to help both parties come out ahead. For example, Oprah Winfrey 
celebrated the premiere of her show’s nineteenth season by giving each of her 276 
audience members a new car. 

• “We’re calling this our wildest dream season, because this year on the Oprah show, no 
dream is too wild, no surprise too impossible to pull off,” said Winfrey. Everyone in 
the audience was there because their friends or family had written about their need for 
a new car. Winfrey’s organization did an excellent job of planning the event and 
keeping it a secret. They also worked closely with suppliers, including Pontiac, which 
donated all of the cars, which retailed for $28,000 each. The audience members were 
obviously overjoyed, and Winfrey’s organization was happy they did not have to pay 
for the cars. Many marketing experts say Pontiac’s generosity was also outstanding 
for their business. 

• In other segments on the same show, Winfrey surprised a twenty-year-old woman who 
had spent years in foster care and homeless shelters with a four-year college 
scholarship, sponsored by the telecommunications company SBC. The young woman 
also received a makeover and $10,000 in clothes, provided by several other 
companies. Winfrey also showed how her organization worked with many suppliers to 
provide a needy family with $130,000 and several new products to buy and repair 
their home. The Web site for the show includes a detailed list of sponsoring 
organizations and links to their Web sites. By collaborating with outside companies, 
everyone can come out ahead.*

“Oprah Gives Audience 276 Cars,” CBSNEWS.com (September 13, 2004).
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Make-or-Buy Analysis

• Make-or-buy analysis involves estimating the internal 
costs of providing a product or service, and comparing 
that estimate to the cost of outsourcing.

• Many organizations also use make-or-buy analysis, 
often called a lease-or-buy analysis, to decide if they 
should purchase or lease items for a particular project.

• Example: Assume you can lease an item you need for a 
project for $800/day. To purchase the item, the cost is 
$12,000 plus a daily operational cost of $400/day. How 
long will it take for the purchase cost to be the same as 
the lease?
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Make-or-Buy Solution

• Set up an equation so both options, purchase and lease, are 
equal.

• In this example, use the following equation. Let d be the number 
of days to use the item.

$12,000 + $400d = $800d
Subtracting $400d from both sides, you get:
$12,000 = $400d
Dividing both sides by $400, you get:
d = 30

• If you need the item for more than thirty days, it would be more 
economical to purchase it.
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Figure 5-6. Comparing the Cost of Leasing 
Versus Buying
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Table 5-11. Sample Make-or-Buy Analysis
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Procurement Management Plans
• A procurement management plan is a document that 

describes how the procurement processes will be 
managed, from developing documentation for making 
outside purchases or acquisitions to contract closure.

• Topics addressed include:
– Guidelines on types of contracts to be used in different 

situations.

– Standard procurement documents or templates to be used, if 
applicable.

– Guidelines for creating contract work breakdown structures, 
statements of work, and other procurement documents.

– Roles and responsibilities of the project team and related 
departments, such as the purchasing or legal department.
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Table 5-12. Sample Procurement 
Management Plan
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Types of Contracts

• Fixed-price or lump-sum contracts involve a fixed 
total price for a well-defined product or service.

• Cost-reimbursable contracts involve payment to the 
seller for direct and indirect actual costs.

• Time-and-material contracts are a hybrid of both 
fixed-price and cost-reimbursable contracts.

• Unit pricing can also be used in various types of 
contracts to require the buyer to pay the supplier a 
predetermined amount per unit of service.
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Requests for Proposal or Quote

• A Request for Proposal (RFP) is a document used to solicit 
proposals from prospective suppliers.
– A proposal is a document in which sellers describe what they will 

do to meet the requirements of a buyer.

• A Request for Quote (RFQ) is a document used to solicit 
quotes or bids from prospective suppliers.
– A bid (also called a quote) is a document prepared by sellers 

providing pricing for standard items that have been clearly defined 
by the buyer.

• RFPs are used for procurements where there are a variety of 
ways to meet a need, while RFQs are used for more standard 
items.
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Table 5-13. Sample RFP
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Table 5-13. Sample RFP (continued)
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Contract Statements of Work

• A contract statement of work (SOW) is a description 
of the work that is to be purchased.

• It is a type of scope statement that describes the work 
in sufficient detail to allow prospective suppliers to 
determine if they are capable of providing the goods 
and services required and an appropriate price.

• It should be clear, concise, and as complete as possible, 
describe all services required, and include performance 
information, such as the location and timing of the 
work.
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Table 5-14. Sample Contract Statement of Work
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Supplier Evaluation Matrix

• After doing a thorough evaluation of potential 
suppliers, many organizations summarize evaluations 
using a supplier evaluation matrix—a type of weighted 
scoring model.

• Suppliers are often evaluated on criteria related to cost, 
quality, technology, past performance, and 
management.
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Figure 5-7. Sample Supplier Evaluation 
Matrix
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Chapter Summary
   Planning outputs related to various knowledge areas 

include the following:

• Quality management: A quality management plan, quality 
metrics, and a quality checklist.

• Human resource management: A project organizational chart, 
responsibility assignment matrix, resource histogram, and staffing 
management plan.

• Communications management: A communications management 
plan and project Web site.

• Risk management: A risk management plan, a probability/impact 
matrix, a risk register, and risk-related contractual agreements.

• Procurement management: A make-or-buy analysis, a 
procurement management plan, requests for proposals/quotes, a 
contract statement of work, and a supplier evaluation matrix.
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