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Risk Management and Contracting in Project Management


[bookmark: _Toc225697053]Introduction
In the area of project management, it is inevitable to face uncertainty, for which effective risk management and contract methods are the key for successful project completion. Risk management is the systematic process performed to detect, analyse and then manage uncertainties that may affect project objectives, and contracting is a structured process that establishes how responsibilities, risks, and resources are allocated among participants to the project. The two terms are also closely related; and choice of contract determines how risk is allocated and managed in the project life cycle. This highlights that the importance of risk management is that it can mitigate adverse effects and exploit positive opportunities enhancing judgement and project success. Likewise, contracting dynamics determine accountability, control, and financial exposure, which are key drivers to project performance. This paper seeks to examine and critically evaluate how risk management works on both the contractual aspects and the risk reduction aspects associated with various contracting approaches and to assess the significance of the two sides of the risk process, as well as to consider the ways in which contractor decision-making impacts the allocation of risk in real life contexts.

[bookmark: _Toc225697054]Risk Planning
Risk in project management refers to a kind of uncertain event or condition that, if it occurs, can affect project objectives, such as scope, time, cost, and quality (PMI, 2021). Risk has two key elements: probability (the likelihood of occurrence) and impact (the extent to which it will have an effect). Significantly, risks may be negative (threats) and positive (opportunities), so effective risk management ought to be both defensive (e.g. avoiding damage) and positive (e.g. optimizing for rewards) to avoid harmful effects (Hillson, 2017).
The Risk Management Process
Identification, analysis, response, and monitoring and control are the process by which good risk management stands.
Risk Identification
Risk identification describes identifying possible events that might impact the project. This first stage answers the most basic question: what could go wrong.Tools may involve brainstorming sessions, expert judgment, analysis of historical data, and building a risk register (Kerzner, 2022). It is a critical stage because unidentified risks cannot be managed. This complete risk register helps project managers to record, classify, and maintain information for risks to affect the entire project life cycle. For instance, in construction works, forewarning of breakdowns in the supply chain can avert delays and increased construction costs.

[bookmark: _Toc225697055]Risk Analysis
Risk assessment measures the importance of identified threats and prioritises them based on their potential impact. There are two main approaches:
Analysis (qualitative) of risks: classifies risks as high, medium, or low by subjective evaluation. Quantitative analysis: applies numbers; is essentially probability times impact and calculates exposure to risks. One widely used tool is the risk matrix, which visually organizes risks into likelihood and severity, facilitating the prioritisation of critical risks (Chapman & Ward, 2019). 
A risk matrix is a widely used tool to map how likely an event is to happen against the impact of the event on the project. Project managers can visualize prioritisation of which risks may require immediate attention, and which will require monitoring by placing risks in this matrix. So, high probability and high impact risks are classified as critical and require immediate mitigation strategies, and low impact risks are acceptable or monitored with minimal intervention. This method directs resources to the most crucial threats effectively.
At this stage, not all risks are equal; resources should be focused on those that pose the greatest threat or opportunity. In contrast, high probability high impact risks like regulatory changes in a public infrastructure project should be addressed immediately, while low impact risks require less urgent attention.
Risk prioritisation enables project managers to focus limited resources on the most critical risks. This is particularly important in complex projects where numerous risks may be identified but only a subset can be actively managed. Prioritisation is typically based on a combination of probability, impact, and urgency, ensuring that high-exposure risks are addressed first to minimise potential disruption to project objectives
Risk Response
Risk response is about selecting the strategies that best address the identified risks. The main strategies include:
Avoidance: Remove the risk altogether, e.g. change project scope.
Reduction (mitigation): lowering the probability or effects, for instance by incorporating safety features.
Transfer: transfer of risk to another party, and usually using insurance or contracts.
Acceptance: taking on the risks, without doing any things to counteract them (mainly lower priority risks).
The selection of strategy is project and place specific. For instance, in IT projects, cybersecurity risk reduction methods are based on advanced security systems, while financial risks may be transferred through outsourcing agreements.
The choice of risk response is project- and context-specific. Construction work can be another great example of this; by complying with strict regulations and adjusting designs the construction project is never at danger from any safety hazard. However, IT projects tend to use risk reduction techniques like the adoption of advanced cybersecurity systems. Risk transfer is prevalent within major infrastructure initiatives through insurance policies or contract-outsourcing, transferring financial exposure to third parties. Acceptance is generally given to low-impact risks where mitigation costs are greater than the potential damage caused. This indicates that effective risk response is context-specific and needs to be commensurate with specific project characteristics.



[bookmark: _Toc225697056]Monitoring and Control
Risk management is not a static activity; risks change over time. Monitoring and control involve continuously tracking risks, updating the risk register, and evaluating the effectiveness of mitigation strategies (Too & Weaver, 2014). This step ensures that new risks come to light early enough, to manage them and respond. For example, because of the COVID-19 pandemic many projects had to review risks concerning workforce availability and supply chains. This demonstrates the dynamic nature of risk. Contracting in Project Management. Contracting refers to formal agreements that set out roles, responsibilities, and risk allocation between parties involved in a project (Walker, 2015). Contract type has a key impact on the project governance, control and risk allocation.
[bookmark: _Toc225697057]Turnkey Contract
This is because a turnkey contract sees a single contractor assuming full responsibility for delivering a complete, ready-to-use project. Once the requirements are defined, the client has minimal involvement. Benefits involve accountability clarity, less coordination and more management ease. Disadvantages consist of loss of flexibility, increased cost and less control by the client. But turnkey contracts are particularly well-suited for large capital-intensive projects that involve large infrastructure units or specialized works demanding a lot of expertise to produce what could otherwise be the only feasible approach. For example, many power plant projects are completed using turnkey arrangements to guarantee technical integration and accountability.
[bookmark: _Toc225697058]Multicontract
When the client uses a multicontract approach, they include several contractors for discrete parts of the project. Pros are more authority and potentially savings. Challenges: More coordination complexity; more potential for disputes; and greater management capability. This approach is typical for construction projects with different contractors to handle design, engineering, and construction separately.
[bookmark: _Toc225697059]DIY (Do It Yourself)
DIY Contracting means a client does the job itself, using the in-house resources. Benefits: complete control and retention of knowledge in the organisation. drawbacks include high resource demand, potential skills discrepancies and slower execution. This is commonly applied on small scale initiatives, or in groups that have deep-rooted internal knowledge (e.g. developers).


[bookmark: _Toc225697060]Multicontract + DIY 
In this hybrid structure, internal execution marries external contracting. Some tasks are in-house, others are outsourced. Benefits are adaptability and a compromise between control and expertise. Drawbacks include the need for detailed coordination and the risk of integration. Such an approach has become popular in current projects, especially for digital transformation projects.


[bookmark: _Toc225697061]Critical Analysis of Contracting Approaches (IT vs Property Development)


Project success depends a great deal on the way contracting strategies are used particularly with respect to its allocation of risk, control, or flexibility. The right approach to contracting often depends on the type of project presented, as seen in the comparison of IT system implementation and property development projects. This can be demonstrated with the NHS National Programme for IT (NPfIT) and the Battersea Power Station Redevelopment. The NHS National Programme for IT (NPfIT) followed a largely turnkey-style contracting model where large suppliers were responsible for offering IT systems. This approach theoretically transfers some of the risk to contractors and reduces client involvement. The project was dogged by significant issues such as cost overruns, delays and eventually a failure. The contract structure was inherently rigid, with one of the main concerns being its inability to adapt to changing user requirements. As noted by Boehm and Turner (2020), IT projects are inherently uncertain and necessitate flexibility which leads to a weaker fit for turnkey contracts. As a result, despite the idea of transferring risk, the economic and operational impact ended up falling back on the public sector: here is another lesson is that transfer of risk is an incomplete endeavour. The Battersea Power Station redevelopment differed, using a multi-contract, hybrid approach of multiple contractors and phased delivery. With that, it gave the client more control as well as expertise with specialisation in different areas related to the project. Winch (2020) highlights the importance of these approaches in construction projects that are complex and require different people to come together with an expertise. Yet this flexibility has brought greater coordination challenges. The multiple contractor management can result in integration issues, delays and cost escalation, especially when project elements are highly interconnected (Chapman and Ward, 2019). This highlights the fact that contract strategies need to fit with the project characteristics based on a comparison of the two cases. The project development shows that turnkey solutions may come unstuck if requirements are not defined ahead of time in new environments. In contrast, the Battersea experience highlights that with the benefits of flexible and tight control that multicontract approach has but it also demands a high level of management capability to manage risks of coordination. Overall, it would seem in this article no one contracting approach does work universally. Rather, a decision should emerge based on how uncertain the risk and the level of complexity and the ability of the client to manage risk. According to PMI (2021), project context must be aligned with contracting strategy to achieve successful results. 


[bookmark: _Toc225697062]Linking Risk and Contracting in Project Management
If we move on to contracting, the relationship between risk management and contracting is critical given that the type of contract chosen will influence risk allocation among project stakeholders. Contracts in practice do not eliminate risk; rather they specify which party is responsible for managing and ultimately bearing those risks (PMI, 2021). Thus, good project management involves aligning contract strategy with the risk profile, complexity, and uncertainty involved in the project. From an academic standpoint, the allocation of risk to the contract structure is directly relevant to the contractual arrangement. In a turnkey contract, a large amount of risk and it depends on the client's decisions about the project, like any financial, technical, or schedule risk is in control of the contractor. It is this that gives the client better cost stability and lessens managerial stress. However, as Winch (2020) points out, contractors usually consider a risk premium in their pricing, which pushes up project total costs. In addition, the success of risk transfer relies on the ability of the contractor to manage those risks. This was a limit on the implementation of the NHS National Programme for IT (NPfIT), which followed a turnkey style approach. The project was delivered and risk assigned on a contractual agreement to external suppliers, nevertheless the project was a complete failure because of the complicated technical system and constantly changing user needs. Hence, the burden of the operational and financial effects was ultimately absorbed by the public sector. This practice illustrates that in practice risk transfers are rarely complete and particularly less in the context of complicated and uncertain projects (Boehm and Turner, 2020). In a multicontract set up, risk is spread amongst multiple contractors, but overall coordination responsibility remains within the client. This gives more flexibility and control, but greater exposure to integration and interface risks. Crossrail (Elizabeth Line) is a prime example of this approach. The project had many contractors, with various aspects under similar management, making access to specialised expertise possible. However, responsibility was fragmented and the lack of coordination posed difficulties, delays and cost overruns. Thus, with a huge financial uncertainty still in the hands of the client, this demonstrates the common connection between increasing control and increasing risk exposure (Kerzner, 2022). Hybrid approaches, too like those employed in the Battersea Power Station Redevelopment mix elements of multicontracting with internal delivery. While this ensures a balance of control and expertise, it also demands advanced risk management for both internal and external uncertainties. To quote Chapman and Ward (2019), it is significant complexity of coordinating a multifaceted team of stakeholders that would drastically increase the probability of delays and budget cost increase. Importantly, exposure and spread of financial risk varies among contracting strategies. In turnkey contracts the contractor assumes most of the financial risk while at an increased cost to the client. The client still bears a larger portion of the financial and performance risks in multicontract and DIY. Hybrid models spread risk more loosely but create more management overhead. Contract selection is a balance act of risk transfer versus control and is not monolithic. Collectively the evidence indicates that an effective allocation of risk will hinge on the match between the contract type and project characteristics. Projects with high uncertainty, such as IT systems need to adopt flexible and adaptive contracting, while more predictable projects may benefit from a greater risk transfer. Thus, one could say that the success of a project is not only about identifying and managing risks (PMI, 2021) but also about choosing contractual frameworks that distribute risks appropriately.

[bookmark: _Toc225697063]Conclusion 
This essay demonstrated in this case the importance that effective project management can be achieved if proper contracting techniques are used as well as the risk management processes. Risk, as defined by the Project Management Institute (2021), should be managed through identification, analysis, response, and monitoring to reduce uncertainty and ensure the desired project results. The analysis of contracting approaches demonstrates that turnkey, multicontract, DIY, and hybrid models each offer different levels of control, flexibility, and risk allocation. Indeed, the examples we’ve used in the real world, such as the NHS National Programme for IT (NPfIT), and Crossrail (Elizabeth Line) illustrate that risk transfer is often incomplete, and that the selection of a contract plays a major role in whether one is financially responsible or not. There is no one best way to do this, but success depends on the extent to which contract strategy matches project complexity, uncertainty, and organisational capability (Winch, 2020; Chapman and Ward, 2019).
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