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PROJECT RISK MANAGEMENT BASED
ON A SET OF BEST PRACTICES

The purpose of this article is to present the pscef risk management in project
management. The analysis was based on a compafigao best practices of IPMA and
PRINCE. Risk management differs significantly betwdentwo approaches, but it is up to
the organization to choose its own management, tmamg and methodology tailored to the
specific industry or sector. Risk management isngortant aspect of the entire project life
cycle and must be monitored throughout the prdjectycle to protect not only the budget
but all areas of the so-called "golden triangle'veXy important aspect is the organization's
awareness that risk management is everyone's rabjlity, not just the project manager.
This paper presents two different approaches tgegraisk management in two different
methodologies.
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1. INTRODUCTION

Risk taking in projects is inevitable as all prdgedead to change, and change is
accompanied by uncertainty and therefore risk (Rif@012; Dyczkowska, 2020).

Risk management should therefore be systemic,rétthe haphazard, as it is in some
projects. It is about proactively identifying, assieg and controlling those risks that can
affect the achievement of project objectives. Atedfective risk management procedure
should be established and maintained in the project

The essence of risk arises from the fact that @ewsare made about the future , making
decisions under such conditions of risk is nothingre than making decisions without
complete information. In all types of ventures thizra possibility of events that will entail
consequences, which are either opportunities feitipe benefits or threats to the success
of the venture. It is accepted that risk concemtsomly the negative but also the positive
aspects of an action (Trocki, 2012; Kerzner, 2001).

Risk management is an ongoing activity that isiedrout throughout the life of
a project. Without an ongoing, effective risk magagnt procedure, it cannot be ensured
that the project will be able to fulfil its objeetis and that it is therefore worth continuing.
Effective risk management is therefore a requirdnenthe principle of maintaining
continuous business case (Kerzner 2001; Malec,)2009

Risk management protects and adds value to anisagi@m because it contributes to
the achievement of its objectives by: providingyatemic framework, through which the
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organization will be run in a consistent and cofecbmanner , streamlines processes in the
organization , allows more efficient use of theotgses at hand , protects and builds the
image of the company and improves the efficiencyopgrations (Marcinek, 2000;
Kisielnicki, 2017).

2. SURVEY METHODOLOGY

The risk management analysis was carried out usingapproaches depending on the
specifics of the project. We are talking about HRINCE approach, whose management
model is based on products, and whose field ofiegpdn is very wide. Currently, this
approach is used primarily for training projectsnon-profit organizations.

A completely different approach is proposed by IPvh&thodology, which is very
complex and comprehensive. It is widely used to agannot only projects, but also
programs or project portfolios. It provides a claad transparent framework for monitoring
risks across the enterprise and defines accouityabilthin the team. Below are the
characteristics of both PRINCE and IPMA risk mamaggt.

3. RISK MANAGEMENT ACCORDING TO PRINCE2

Arisk is an uncertain event or set of events tifiitpccurs, will affect the achievement
of objectives. In the context of a project, projetiectives are exposed to risk. These
include the completion of the project along witke tachievement of a number of target
values, usually relating to time, cost, qualitype and benefits (Lock, 2013; Prince2tm,
2009).

Risk management refers to the systematic applicadioprocedures to the task of
identifying and assessing risks, and then planaimdjimplementing appropriate response
strategies. This as much as possible createscstd environment for proactive decision
making. For risk management to be effective it niestidentified, assessed and managed
(Pritchard, 2002).

The approach to risk management is based on toalkm MoR. Risk management is
based on a number of risk management principleghwh turn are applicable to the project
context:

< Understanding the project context.

» Stakeholder involvement.

» Establishing clear project objectives.

« Developing a project risk management approach.

* Regular reporting of risks.

» Clearly defined roles and responsibilities.

» Establishing a support structure and environmesufiport risk management.

« Monitoring of early warning indicators.

« Establishing a review cycle and continuous improsein

The starting point for all projects is to establish organisation's policies and processes
or programmes that must be applied. This can tfaé&ddrm of a risk management policy
and guidelines for the management itself.

The PRINCE2 methodology recommends that each grefemld have its own Risk
Management Strategy and control tool, i.e. a Risgi&er (Prince2tm, 2009).
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After reviewing the organisation and programme llel@cuments, and before taking
any action regarding risk management, a Risk Mamagé Strategy should be developed
for the project.

A key decision to be recorded in the Risk Managdnt&nategy is the Steering
Committee's own approach to risk taking, whichumtwill dictate the degree of risk that
is considered acceptable. This information is rdedrin the form of risk tolerances
representing that level of exposure to risk whitbxceeded, will lead to the production of
an Emergency Report for communication to the Stgg@iommittee of the situation.

PRINCE2 recommends a risk management procedurdiwglsteps:

1. Identify (context and risks).

2. Assess (estimate and evaluation).

3. Plan.

4. Implement.

5.Communicate.

Communicate

Figure 1. Risk management procedure
Source: (Trocki, 2012).

PRINCE2 recommends that when identifying risks, tidentified risks and
opportunities should be recorded in a Risk Registarly warning signals should be
prepared to monitor critical aspects of the progmd provide information on potential
sources of risk, and the opinion of stakeholderspetific risks should be sought.

An effective way to identify risks is to use a sated risk workshop. This is a group
session designed to identify risks and opportunifighis session should be conducted by
a person who is well versed in creative thinkinghtéques. The aim of the workshop is to
work out the widest possible range of risks andt fhetential owners (Trocki, 2012).

PRINCE2 recommends that in the case of risk assgsispecial attention should be
paid to the following issues: assigning categaiegrobabilities and opportunities, ocean-
going each risk and opportunity in terms of thejgeh materialising the risks and
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opportunities, and determining the extent to whiehimpact of the risks and opportunities
will change over the life of the project.

In the case of evaluation it is necessary to maketassessment of all identified risks
and opportunities in the project if they were tacbenbined. This makes it possible to assess
the overall risk weights and whether they are wittlie tolerance set by the Steering
Committee and whether the project still has a lssircase.

The main purpose of planning is to prepare speciicagement responses to identified
risks and opportunities, ideally with the aim ofn@ving or reducing the risks and thereby
maximising the opportunities.

The next stage is implementation. An important éetrhere is to ensure that there is
a clear allocation of roles and responsibilitiestpport the Project Manager in managing
project risks. The roles are the risk owner, thesqe responsible for managing, monitoring
and controlling all aspects, and the risk respaoesgractor (Lock, 2013; Prince2tm, 2009).

Risks are communicated through management products

e Checkpoint reports.

 Interim reports
end of Phase Reports.

Reports from checkpoints

« Periodic reports.

» Final Stage Reports.

» Final Project Reports.

« Experience Reports.

Special care should be taken when using thesetssioorexternal stakeholders, bearing
in mind that the Communication Management Strategyjways the overriding document
in this casd€Prince2tm, 2009).

Summarizing the topic of risk management basecherPRINCE2 methodology, one
cannot forget about the roles and responsibiliésndividual people involved in the
project. Thus, in turn:

« The management of the organisation or programmesfonsible for establishing the
organisation's risk management policy and providgsdance on the risk
management process.

« The Chairperson is responsible for all aspectsskfmanagement and in particular
for ensuring that there is a Risk Management Sjyafer the project. He/she also
ensures that risks directly related to the Busir@sse are identified, assessed and
controlled.

* The Main User shall ensure that risks associateld wgers are identified, assessed
and controlled.

« The Main supplier ensures that risks associatdusuppliers are identified, assessed
and controlled.

« The Project Manager is responsible for developimgRisk Management Strategy,
establishing and maintaining the Risk Register anduring traceability of risks
throughout the project.

» The Project Supervisor reviews risk managementigezcto ensure compliance with
the Risk Management Strategy.

« Project Support works with the whole team in manitey the Risk Register for the
project.
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4. RISK MANAGEMENT ACCORDING TO IPMA

Risk management according to IPMA differs slighitiym the PRINCE?2 standard not
only because of the nomenclature used, but als@usecof the approach to risk
management itself.

In the case of IPMA there is definitely more empsiam risk analysis in particular
phases of the project. Therefore the analysis ptedebelow will also be based on the
analysis of risks in the phases (Trocki, 2012).

As a reminder in the case of the phase model wengdissh 4 phases: initiation,
planning, implementation and termination.

In the initiation phase we can therefore distinguike following risks: inaccurate
specification of customer requirements, lack ofuaate feasibility analysis, poor budget
planning, selection of incompetent project managel team members.

In the planning phase we can therefore distingthisHollowing risks: project manager
without support from above, poor motivation of teammbers, poor structure of work
division, poorly developed project schedule, po@kecuted plan of resources and their
availability, poor execution technology, poor sél@t criteria of subcontractors

Thus, in the implementation phase we can distingtiie following risks: lack of
communication between the team, lack of methodolfogyintroducing and handling
changes, project manager focused on his own gustisad of project goals, lack of an early
warning system, Delays in delivery, lack of quatitipervision, poor cost control in relation
to the schedule and work progress (Lock, 2013;degtm, 2009).

In the completion phase we can distinguish theowalhg risks: lack of effective
supervision of the removal of defects, too earlgase of resources, lack of complete
documentation, delayed acceptance by the custdawkrpf documentation of the project
experience.

During project implementation it is often the c#sat risk management is only triggered
when a risk actually occurs or can be foresedn.then used as crisis management — when
it is already too late. Risk analysis and managérsienuld be undertaken before the start
of a project and should be considered throughauptbject process.

For IPMA we can distinguish two approaches to @shlysis:

< Quantitative analysis — determines the numericahgtary) values of the probability
and consequences of the occurrence of individs&krias well as the risk of the
whole project, and operates on monetary values.

e Qualitative analysis — consists of assessing thabalility and impact of the
identified risks, used for initial risk estimation when it is not possible to quantify
it precisely.

For both methodologies different risk managemerdtegies are used as shown in

Table 1.

Transfer — is the transfer of responsibility or sequences associated with a given risk
to another group of stakeholders; risk transfeelyaleads to risk elimination, but rather
forces others to mitigate, accept or avoid it;gisln be transferred to contractors, suppliers,
customers or insurers.

Avoidance — involves changing the project plan tonieate the risk or related
conditions or to protect the project objectivesiirthe possible consequences of the risk.
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Table 1. Risk Management Strategies

”
Risk a= Chance Avoidance
Minimalization

Active acceptance
Passive acceptance

Danger Utilization
Strengthening
Sharing up
Acceptance

Source: (prepared by author).

Passive acceptance — consists of accepting thavitiskut taking any action other than
documenting it.

Active acceptance — consists of creating a repiaat to be implemented when the risk
event occurs. The turnaround plan includes detailgtductions on how to proceed and how
to make a budget provision for the project.

Reducing — involves selecting solutions with lésk than others. It is accepted because
it involves potentially less adverse conditions.isTistrategy involves reducing the
probability and/or consequences of an adverse dweart acceptable level. Taking timely
action to reduce the probability or consequencesistl is preferable to fixing them
(Kerzner, 2001; Prince2tm, 2009).

The risk management plan as in PRINCE2 methodologytains some common
elements. In the case of IPMA, the Project Manégegsponsible for this plan.

The basic Risk Management Plan consists of:

1) Introduction

Project description 3.

3) Risk management strategies and methods
. organisation
. Risk management processes and procedures
. Risk management planning
. risk analysis and assessment
. risk response plan
. risk monitoring

10. documentation and reporting

A very important aspect for each organisation igaice an individual approach and
choose the right methodology for its own needs. Wimanaging risks it is essential to
know the tools and nomenclature, which in turnwallhe communication process to be
improved throughout the organisation (Wwbgki P., Jachniewicz M., Metelski W.,
2012).

©O©oOo~NO O~
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5. A PRACTICAL APPROACH TO RISK MANAGEMENT
IN THE ORGANIZATION

After an in-depth analysis of both methodologieshearganisation has to reflect on and
decide which is the most appropriate for their argation and which tools their employees
will want to work with on a daily basis.

The risk register (risk log) should be based onahalysis of the types, consequences
and criticality of errors in identifying all poteat risks:

« Eachrisk listed is assigned an identification namb

« space is left for the entry of the individual actisteps to be taken in case of risk

occurrence.

An example of a risk register that can be usedniromanisation is summarised in
Table 2.

Table 2. An example of risk register

Risk category Risk Probability of Effect (E) Value Strategy
occurrence (L) V=L*E

Source: (prepared by the author).

The risk register, risk analysis should be reviewegllarly and corrected throughout
the project. It is also very important to appoifesson responsible for carrying out the risk
register, so that there is no double analysisak taereof.

The table presented above can be adapted to difféypes of organisations and
modified according to the needs.

The risk analysis was carried out on the basiseffroject in the automotive industry.

The case concerns the introduction of a new typmofponent for a selected customer
X. The component has to be introduced due to tdoiwal and construction problems as
well as due to the lack of efficiency of the cusasi® flow, not achieving the required
quantities. An additional factor is that the prafehe new component will be approx. 15%
lower than previously, plus a reduction in costssjeecial transports.

6. CONCLUSIONS AND DIRECTIONS OF FURTHER RESEARCHES

Regardless of the project management method chdbentraditional approach
distinguishes between risk management models amzkgpses that are an integral part of
them. While the methods themselves are differemt, &ssociated risk management
processes have no significant differences. Theyeskanilar or even the same tools,
techniques for identifying, assessing and evenora$ipg to risks.

In hard-core projects (PRINCEZ2, IPMA), althoughrthare risk management processes
divided into strategic project management (whichpkasises day-to-day activity, risk
response and risk management), and teamwork (wrslk® are identified, analysed and
assessed in an iterative approach), the procedgdizes not address the critical success
factors that contribute to potential threats oraymities in these types of projects.
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Each organisation wishing to manage in a projesetiamanner should individually
select a methodology for itself and apply it tof@albcess levels. It seems necessary for all
members of project teams to know theoretical basicsto develop one reporting standard.

Some tools from PRINCEZ2 or IPMA can be directly lerpented in an organisation.
Therefore, it is worth getting to know both methladies and using them successfully to
improve your organization and to increase workaféeness and efficiency.
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