Integrated
Project Risk
Management

PROGESS

A System for adding value
to your organisation

Gavin Halling

M.Eng.Sc, MBA, MIE Aust,
MICE, MPMI, MAIPM, MIAMA




Contents n

Contents
Introduction 3
About the Author 6

Part 1 Process

1 FOCUSING ON the ESSENTIAIS ...ttt se s es e s s s s s s s e e s s b sanee 9
2 DEriVING The CONTEXL...oovieeieteeeeeteteceteteeete ettt et be s b b e ses b sa s ebe e s sesessrsesesensesenan 13
B ODJECTIVES .ttt et ettt et se e bt e s e b s bbb e s e et ebesaas b e s e s s esenseseaesereerenn 17
4 |dentifying and deSCribiNG @ FiSK .....euiuieeeereeeeee ettt ees e ses e n s s s s s enene 19
D ANAIYSIS ettt et s e bbb et b e bbb bbb se b et e s b b eRs bt ese s s ebenersebesenseresanees 22
6 Treatments (Or RiSK MItIAtiON) ...ttt se s sesesessssssosesesasasassenens 26
7 What is not required (or what is NOt €SSENTAI) ......ceveverireeierereeeree e re s senens 29
8 Consequence tables — AWaste Of TIMET ...t es e s s s nas 33

Part 2 Integration

9 INLEEIrAtiON = AN OVEIVIEW .....cvoveeeerereteeereeeeteteeeteseeaesesesesese s sesesesesesessesesessasesesensesesessasesessrsesessanes 37
10 Integrating managemMeNnt rEQUITEMENTS.......c.coevereeeeereereereeeeere et esesesesseseessesessesesessasesesennes 40
11 Project Manager (PM) r@QUITEMENTS........cvveeeeereeeeeeeeerereteeeeesesesessssssssesessssssssssessssssssssesesssssssseses 42
12 Programme and Executive level Management. ...t eeesesesesesennes 45
13 A suitable toolset - the key to successful iINtEZration ..........ccceeveeeeereeceeeeereeeeecere s 48
Part 3 Contingency Management
14 Contingency and its importance to successful project outcomes...........ccceeeveeererererererererenenen. 53
15 Assessing the financial cost of Carrying FiSKS........ccoeeeereeeeeeeeceeeeeeseeseeesererererese s 56
16 Improving Project Scope (Inherent CONtINGENCY)........oeveeeeererereeeeerereeeseseresessesesesesesesaenes 60
17 Enhancing Financial ManagemENt ...........eeeeeeeeeereierereerereiee e sessssssesesesesesesesesesesesesesesens 64
18 Time Contingency ManagEeMENL .........c.ceeeeieceeieteeeeteeeete ettt et se st essesesssesesesnsesennns 68
Concluding remarks 71

Click on the headings above to go to chapter

©RiskTools Pty Ltd March 2020 - all rights reserved



Introduction n

Introduction

Every organisation undertaking projects is wasting time and money due to inefficient and
ineffective risk management.

You may view this as an inflammatory statement but after working in this space for over
twenty years | have no evidence to contradict it. Maybe your organisation will be the first!

Projects by their nature carry risks. The management of risks largely drives whether a project
is successful, fails or just staggers over the line. Even with a “successful” project, outcomes
can be enhanced with improved risk management (eg by saving time through earlier better-
informed decisions).

Consider a recent project where an issue arose:

=  Was it foreseeable?

= How much time/cost was spent on the issue?

=  What time/cost savings would have accrued had the issue been proactively managed
earlier ie when it was a risk (something that may happen) as opposed to something
that did happen.

So much for the savings for one issue. Multiply that by the number of issues that arose on the
project. Multiply that by the number of projects undertaken in a year....... The lost time and
costs are often enormous figures.

This book cannot address project specific risks. What it can do is show you a system that:

= drives good risk management enabling you to deliver the above project specific time
and cost savings.
= adds value by being more efficient and effective than your current project risk system

The system (and book) is in three parts that focus on adding value:

1. Describes a process that is focused on efficiency and effectiveness

2. Enables integration of project risk across all management levels to help well informed
decisions to be made early

3. Allows the cost of carrying risks (contingency) to be easily managed and improves the
integration of scope, cost and risk management.

The chapters within each part describe a small step that can be undertaken and outlines how
you can assess the step’s value to your organisation.

Whatever your management level (project manager through to CFO) this book is designed to
help you improve your project risk management. | can guarantee that the contents will enable
you to derive value to both yourself and your organisation.
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Introduction

You are not alone, consider some research:

= EY’s 2015 survey on risks estimated US$682b was wasted on underperforming
projects across the globe annually.

= Aresearch paper presented at the 2016 AIPM conference in Sydney concluded in part:

“Change and Risk Management are the most commonly neglected project control
areas” (Phil Goulstone - Project Risk Consulting, Deloittes)

= At the start of my presentation at the same conference | asked; “who is undertaking
project risk management?” All participants (some 100) raised their hands.

So why are so many supposedly undertaking project risk management and yet research
suggests we are far from deriving the sought-after benefits? There are many reasons for
this outcome but perhaps the biggest is that the risk management profession is its own
worst enemy.

Since the first standalone international standard on risk management (AS/NZS 4360) there has
a been a significant growth in risk management expertise. Although mostly well intentioned
this has resulted in many diverse views which in turn has made project risk management
much more complicated than necessary.

| was recently (2019) at a risk management function hosted by a well-known
international consultancy.

The function was based on a “speed dating” process - a quick 10-minute visit to a
station and then move onto the next. Each station had a diagram on display addressing
an aspect of project risk management. Participants were divided into groups and
then moved around the stations. When we arrived our hosts briefly outlined the
topic by explaining the diagrams. Each group then discussed the element and after a
short period moved onto the next station.

What quickly became apparent was that the elements were considerably more
complicated than was necessary. The attendees could be forgiven for thinking that
the only way to undertake project risk management was to use the host consultants.

Maybe that was the point of the evening.......

That said it is for you to be the judge. Each chapter is only a few pages long and can readily
be consumed together with a coffee. The questions at the end of each chapter are designed
to enable you to assess the value of what is proposed in the book compared to your
current system.

| suggest that you go through the book in order as each chapter gradually builds on
its predecessors.
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Introduction

This book is based on a few key assumptions:

1.

1SO31000:2018 Risk management - Guidelines is not a prescriptive document. It is a
guide and users should adopt a process that is suitable for their organisation.

Project resources are always time poor so, if risk management is to be undertaken
well, it must be an efficient uncomplicated process that over the course of a project
saves time.

All organisations have projects but many do not differentiate between project and
operational risk management processes.

Projects in most cases consume an organisation’s precious capital and contingency
(the cost of carrying risks) represents a large part of a project’s cost.

Projects often form part of programmes and/or portfolios and risk management is also
needed at these levels of management.

Lastly, one very exciting aspect of a book in this electronic age is that it enables features
not available in a hardback version. With this mind | have included a few links to video
presentations. There are two major reasons for doing this:

1.

It hopefully helps to make a better connection between us. (I realise this could also be
a negative so have kept videos with me in them to a minimum!)

Some elements are easier to explain and quicker to understand in a video than the
written word.

As has occurred with previous publications, this book may be updated from time to time as
new ideas evolve. You are encouraged to provide feedback on the ideas presented as an input
to future editions.

You can do this via the following link: Give Feedback

| hope you find the contents illuminating and more importantly the ideas help to make your
project management life much easier.
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1 Focusing on the Essentials

This chapter identifies the essential elements that enable risk management. A comparison
with your current processes should enable you to identify “non-essential” items and the
potential to improve the efficiency of your processes.

‘Why do | need all this risk process? | have never used it in the past. | know what the
major risks are and will manage them.”

Have you heard something like this? Unfortunately, such comments do still arise, but at
least their occurrence seems to be less frequent. Although a project manager may intuitively
identify and manage some obvious risks a structured approach is needed if more than some
headlines are to be identified and managed.

During tendering for the design and construction of the railway link in Sydney for
the 2000 Olympic games we undertook a detailed risk management process. It
comprised some 12 risk workshops. We considered individual technical areas such
as track, overhead wiring, signaling, communication, building SCADA etc. We also
considered interface risks between both our areas and work by others.

Each technical area then considered treatments and many of these were incorporated
into our tender response. (A strategy to incorporate “get out of jail free cards”!)

After contract award the risks became a focal point for management throughout
the project.

In overview risk management worked well. This was demonstrated by the fact that
some /3% of the issues that arose during the contract had been identified as risks
during the tender period.

Since those early days, improvements to the process has occurred and it is normal to
be able to identify at least 80% of risks before starting the implementation phase of
a project. The remaining 20% are then managed as they arise.

80% | 20% Agood risk management process
starts at the beginning of the
project cycle. In this diagram the

|
c | D

planning phases are Concept (C)

> F | and Development (D).

There are now organisations
who are obtaining close to 90%
(pContract when the projects are similar.

Award
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Part 1 Process: 1 Focusing on the Essentials m

But what if a structured risk management process is not undertaken? Then the ratios
pre and post implementation may be 50:50. Teams in this environment can often be
seen spending their day reacting to issues and are clearly under much more stress.

Although the process in the above story was successful what was less so (well awful in reality)
was trying to manage the data in spreadsheets. At the end of the project the client asked
whether there was a more suitable toolset and | undertook a www search. Unfortunately, this
produced very little and after a rather glib we only need a database - how hard can it be? a
20+ year journey was started.

That said, before even considering a toolset, a real understanding of the business process was
essential. An obvious place to start was the international standard on risk management which
in those days was AS/NZS 4360.

The problem with most standards is that they tell you “What” to do but rarely address “How”
to do it. With this in mind | brought together a few colleagues who had started to specialise
in the area to see what they did. | was mindful of the important order of this diagram.

The “What” needs to be done was covered by the standard. The team then worked through
the “How” elements. These in turn drove the user requirements for the developing a toolset.
This of course is not a once through process and improvements still continue......
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Part 1 Process: 1 Focusing on the Essentials n

The focus of the “How” was to ensure only the essential requirements for a workable risk
management plan were identified. The outcomes may be summarised:

“What” the Standard suggests “How” this is addressed

Set a context Context comprises several items:
A Risk Breakdown Structure (RBS)
Objectives
Project Status (where in project cycle)

|dentify risks Describe in a single self-explanatory sentence

Analysis in terms of Likelihood and Impact Five levels for each to give granularity so
changes can be seen when treatments occur.

Impact to be measured against objectives

Treatment (or Mitigation) measures Each Treatment to have an owner and an
action or review date

This workshop was perhaps the single most important step of my whole risk management
journey. Over the years this fundamental “How” framework has not changed. The reason
why it has remained so resilient is that it describes the components that are essential for
managing risks. They are essential as you cannot manage risks without them.

The next chapters address each of these essential steps in more detail.

Some practitioners have suggested (even insisted!) that otheraspects are appropriate. Whether
they are appropriate is not really the test. The question should be are they essential? (Can
we manage risks without them?)

These non-essential components are addressed in the last two chapters of Part 1.

It is also worth bearing in mind that the above are not unique to projects but are just as
applicable to most qualitative risk management.

Efficiency/effectiveness (value) review:

= What steps do you record in your project risk management process?

=  Which are additional to the above?

= Are they essential or “just nice to have”? (Could you live without them?)
= You may find this checklist helpful:
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Part 1 Process: 1 Focusing on the Essentials “

A time efficiency checklist

How much time in workshops and ongoing management could be saved by only recording
essential data?

How much money could be saved?

If you would like to discuss how to implement an essentials process into your organisation
then lets have a virtual coffee.
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9 Integration - An overview

This chapter provides an overview of what is meant by project integration including some of
the drivers for having a fully integrated system. It sets the foundation for Part 2 which covers
management needs and toolset requirements.

There are fundamentally three management aspects to integrating project risk.

1. Making sure project functional areas work together (scope, time, cost, quality, risk,
resources, communications and procurement). The processes described in Part 1 will
assist integration of most of these project management functions. Additionally, there
is a direct correlation between risk, scope, cost and time management. This topic is
addressed in Part 3.

2. Ensuring project management has a consistent approach across the project cycle (ie
the process and toolsets used to manage project functions are the same for those
involved in concept planning through to commissioning).

In many organisations the project manager (PM) in the concept phase is different to
the PM for the implementation phase. A consistent approach is essential or internal
processes by themselves will introduce risk to a project. This also applies to other team
members (eg estimators should be using the same processes/tools as those updating
a project’s forecast end cost during implementation). It also needs to apply not just to
internal resources but external stakeholders who may form part of a project team from
time to time.

3. That processes and toolsets used in a project supports the needs of various levels of
management within an organisation (ie projects. programmes/portfolios through to
executive level).

The importance of an integrated process over the course of a project’s life cycle was
demonstrated a few years ago. We were engaged by a national contractor to improve
their project management system. One of the drivers for change was that many in the
estimating teams were convinced that they had to tender for everything. They felt they
were in danger of being dropped off a client’s tender list if they did not respond.

The result was that the estimators were frantically busy with little or no time to work
through an estimate thoroughly. When they did win work, they obtained a bonus
regardless of how profitable the project turned out. When a tender was won there
was little or no time for any real handover. In one office it was almost normal for an
implementation manager to arrive in the morning and see a new file on their desk with
a note advising of a just awarded contract. All the implementation manager had to do
was deliver!

The outcome of course was that many of the projects lost money.

The poor business processes built in risk. Tendering for everything with insufficient time
to make a proper assessment and with no handover to downstream managers were
headlines. The risk profile increase over the project cycle may be shown diagrammatically.
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Two of the solutions introduced were:

= A short robust tender selection process. Where tenders were not selected a
pleasant letter was sent to the principal advising that time and resource constraints
meant it was not currently possible to provide the level of service of a professional
organisation but that they looked forward to assisting on future projects.

= |mplementation managers were required to have input into tenders including
assisting with risk identification and management.

The result was an immediate improvement in project profitability as well as a change in
culture as the silo way of operating moved to an integrated team approach.

An overarching requirement of each of these areas is that the information is at a level of detail
that enabls a stakeholder to undertake their role.

It is also key that there is “one source of truth” and hence project data needs to be owned
(managed) by the project manager (or a team member).

From the above it will be immediately apparent that integration requires an appropriate
toolset so that any manager can access the information that they require at a time that suits
them. Toolset requirements are specifically addressed in chapter 13.

But before embarking on integration it is appropriate to ask, “is it worth it”? The panel story
above highlights a couple of drivers but there are many others including:

= Managers at all levels make decisions. For these to be properly informed and timely
they need access to up to date, reliable and pertinent information. They need to be
able to hone in on what they want (through cutting and dicing information) at a time
that suits their needs.
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= Information needs to be in a consistent format to reduce the potential for
misinterpretation. (A communication and quality issue.)

= Greater efficiency - quicker standard processes which save time and costs

= Encourage proactive rather than reactive management.

= Raising the maturity of risk management in your organisation which can help with
the external environment. (Depending on your business this can include competitors,
regulators and the like.)

= Assist senior executives/directors to meet their obligations in terms of managing risks
and costs.

That said the overarching driver is to improve project outcomes. Integration with a suitable
tool improves the likelihood of better project outcomes because:

= The process is efficient and hence more likely to be adopted than an inefficient one -
hence specific project risks and their treatments are more likely to be managed well.

= |t encourages ownership by stakeholders who in turn are more likely to support both
risk management and the project

= |t enables process problem areas to be quickly identified and addressed

= The visibility of the data enables decisions and actions to be made much earlier than a
less visible system where problems tend to slowly bubble to the surface.

The savings from tackling specific project risks earlier than would otherwise be the case
normally gives rise to significant savings in terms of both time and cost.

Efficiency/effectiveness (value) review:

= Consider a recent project that did not go well.

= |dentify three issues that arose due to internal processes.

= With better processes could these issues have been avoided?

=  How much time/money could have been saved if these issues had been avoided?
= Pro rata this across all your organisation’s projects......

You can check out your actual versus desired integration together with time and cost savings
using this checklist:

Integration checklist
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About the book

This book describes a project risk management system that :

° Is a more efficient process than you are currently using (25 years’ experience supports this statement!)
° Is managed internally by the project team so no ongoing reliance on expensive consultants

° Applies to the whole project cycle (a common process from concept through to finalisation)

° Enables managers at any level in the organisation to access the information they require at any time

° Improves scope definition and the assessment of contingency

° Improves management of precious capital

All of which will save significant time and costs. This interactive book includes checklists where you can assess
the potential savings to you and your organisation purely from adopting this system.

With a more efficient and visible system the management of project specific risks is significantly enhanced by
being able to make informed decisions much earlier than would otherwise be the case.

The increased proactive management of project specific risks can result in very large time and cost savings to
your project(s).

What readers are saying

“If you have ever sat in a 'risk workshop' and thought, there has to be a better way to do this...then have a read.
Gavin provides insightful, practical and easily implementable thoughts on effective Risk management which
would be applicable to all organisations. Personally, | am implementing the techniques into projects and
having an immediate positive impact. - Steven Blacker AeroPM.

“Risk is underrated by many project participants, but | know, having used this system for many years, it always
identifies new important risks saving time and money." - Stuart Green ACOR Consultants.

“I have been brought into the back end of a massive project to help sort out all manner of disputes. Many of
these could have been avoided and saved huge amounts of money if risk management been undertaken as
outlined in this book.

Elsewhere | have been using the system with other Clients for many years. The savings identified in the book

were illuminating. Chapter 1 alone will save you thousands. It will certainly save the cost of buying the book
many times over." - Michael Latin AQCES Consulting.

© RiskTools Pty Ltd March 2020 - all rights reserved



