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Risk Planning in Project Management and Contracting Methods: A Critical Analysis


[bookmark: _Toc224656291]Introduction
Risk management is core to all aspects of project management. It is structured in part from recognising, analysing, and responding to unforeseen changes that might affect the project's objectives cost, time, scope, quality, etc. (Project Management Institute, 2021). Each project faces an uncertain environment and therefore risk management is a significant factor for project success. Risks can be negative, representing threats, or positive, representing opportunities, and both must be considered through risk planning processes. In parallel, how risks are shared amongst all parties is very much driven by contracting strategies. Project management contracting is the process of assigning specific responsibilities and obligations from the client to the external parties involved in delivering the project (Kerzner, 2022). And when deciding on an optimal contracting method has clear implications not just for project delivery, but also the exposure to risk, cost efficiency, managerial control. 

[bookmark: _Toc224656292] Risk Planning in Project Management
Risk Management in Project Management is an organised and ongoing process designed to help organizations address risks that impact on the accomplishment of the project. It is made up of four major phases: risk identification, risk analysis, risk response and risk monitoring and control. Each of these stages is important to control (reduce) risks throughout the complete lifecycle of the project (Project Management Institute, 2021). The first factor is risk identification, which consists of the identification and recording of any possible risk for the project. This process needs to be proactive which suggests that it can be foreseen in advance. Methods of brainstorming, expert analysis and historical insight are prevalent. For instance, in a construction project like building a public hospital, risks that you detect at the front end may include a delay in obtaining planning permission, a lack of construction materials and/or unexpectedly bad ground conditions. This allows project managers to develop the necessary plans for mitigating these risks. This phase is integral as risks that are not identified cannot be managed (Hillson, 2017). 
 Risk analysis This stage involves determining how important the identified risks are in terms of priority. The two main forms of risk analysis are qualitative and quantitative. In qualitative project risk analysis, one analyses risks based on their likelihood and potential impact, using descriptive categories like high, medium, or low. This type of analysis is effective in the early stage of a project when risk can be prioritised quickly. As contrast, quantitative risk analysis relies primarily on numerical techniques to estimate the probability of risks and their associated effects, frequently in the form of cost, time and so forth. This approach yields a fuller, sharper conclusion, given in the context of complex projects that contain data (Project Management Institute, 2021). A visual tool at this stage is the risk matrix, the key factor used for that task. This involves mapping out the probability and severity of risk visually. It allows project managers to prioritize risks according to their magnitude. E.g., a risk that is both high in probability and high in impact would be deemed critical and needs immediate attention from this approach, and a risk with low probability and low impact would be very unlikely and need little attention whatsoever. Some risks do not equal in their impact on project outcomes, and this prioritisation of risks will be a key factor behind why, why we need prioritisation. Risks are prioritised in such a way that resources are optimally planned. In this sense, projects have constraints on time, cost and workforce which, however, make it impractical to treat all risks as the same. With a narrow focus on their most critical risks, project managers can utilize resources more effectively, streamlining decision-making. This ensures that the most serious uncertainties in the project do not become critical (Hillson, 2017), which is why risk analysis is so important. 
Risk response, which revolves around identifying the correct and efficient methodologies you will put in place to address the identified risks. These strategies are avoidance, reduction, transfer, and acceptance. A company will transfer risks if, for instance, it needs to develop a software component and, if necessary, outsource and hire an outside experienced vendor for a technical component so it fails less. Risk reduction in construction is often done by using multiple suppliers to cushion the potential impact of possible shortages of material. Risk can sometimes be accepted if its impact is negligible, or its mitigation is too costly. Response strategies to mitigate these risks will vary according to the aspect of the risk and the purpose of the project. Finally, the phase of risk monitoring and control keeps risks under review and control during the project. Risks are moving and can change with the unfolding of the project, so monitoring is crucial. For instance, if the proposed project is a new construction project and involves large infrastructure projects like a road project, the risks involved in design may decrease, however new risks can come in at the construction time for example weather challenges, labour shortages.

[bookmark: _Toc224656293] Contracting Methods in Project Management
Contracting methods describe how responsibilities and risks are allocated between stakeholders. In response to project needs, each method has its own pros and cons, which would be essential to bear in mind. The Turnkey contract is a delivery mode by which the client assigns all the design and delivery of the project to one contractor, who then delivers a comprehensive and operational deliverable. This method of working has defined roles and responsibilities where the contractors are responsible for the project from design to delivery phase all the way. The Turnkey contract offers one of its key advantages to the client and has an inherent simplicity. The total complexity for the client since the contractor runs the project greatly minimizes the engagement of the client and thus reduces the effort of coordinating and managing the projects because of this. And, risk is mostly transferred to the contractor, especially to risks due to design error, construction delay and cost overruns. What this has meant in practice is that Turnkey contracts are especially advantageous for complex or very technical projects where the client may not have a specialist or relevant background. Once contracts are made the client’s freedom to move changes is greatly diminished, this makes it challenging to implement modifications at any stage of the project. What’s more, project expenses are generally higher, since contractors incur a risk premium to cover the extra commitments. And they also have the potential to erode client sway, particularly with designs and expectations of quality, that they may not exactly fit into what a client could expect. Consequently, Turnkey contracts are less appropriate for programs that demand greater customisation in a case or client involvement. Ultimately, they depend on the overall project type, and where that needs to be balanced with cost, control, and risk transfer. By contrast, the Multicontract model entails this client hiring several contractors for various parts of the project, which in combination permits more control and discretion than does Turnkey contracts. The client is then able to choose specialist contractors and that, in turn, can help improve quality and even drive down costs. But it does create challenges in terms of coordination (the project manager must arrange for and supervise multiple contractors to be engaged). That elevates the possibility of delays, miscommunication and contractual disputes. On a critical side, although Multicontracting offers more control, it also means that the client has a greater risk, thus it is more appropriate for organisations with strong project management skills.
[bookmark: _Toc224656294]Comparative Analysis of Contracting Methods
A thorough examination of these approaches shows that they assume different risks and are appropriate for each project context. Under turnkey contracts the majority of risks are transferred to the contractor which reduces the role of the client on the project but increases the cost. Multicontracting retains risk with the client and can give you control, but it also can increase complexity in the coordination. All risks are vested in the client through DIY, but full control is also delegated within the executing of projects. A hybrid structure spreads risk between parties, providing a balance but demanding a more complex management approach. For each method one should be willing to adopt depending on the complexity of the project, the current organisational ability, or the level of risk perceived. For example, Turnkey contracts may suit exceptionally technical and complex projects with large technical uncertainty, while Multicontracts or blends are more suitable for flexibility and customisation when this type of project is necessary.

[bookmark: _Toc224656295]Real-Life Comparative Analysis Netflix vs IBM 
A good example can be found between an organisation where they build their own software implementation and outsourcing the task of developing, say, to one external provider e.g. with Netflix and IBM. Netflix was initially a Do-It-Yourself (DIY) company, initially building internal systems that later evolved into its own cloud infrastructure that could seamlessly deliver streaming services to the subscribers’ computers. By employing a highly decentralised model, Netflix maintained tight control over its technology design and made sure its platform was completely customised to its business requirements. Furthermore, internal development allowed the organisation to gain in-house knowledge, which is one of the competitive advantages in development. But then also a high cost of development and difficulty in controlling system speed, and the need of continuously bringing forward new solutions.
However, an entire class of organisations take the Turnkey route - outsourcing everything to outside vendors, such as IBM, who provides integrated solutions. Under this model, the vendor provides a system and oversees delivering an entire solution and operational model, so it shifts much of technical and managerial risk from the client. In this way, firms can tap in expert knowledge and high-capacity systems without having to develop them internally allowing them to increase efficiency and time in putting them into effect. The reason for this is because outsourcing gives client less control over the project and there is greater reliance on external expertise, thus the vendor pricing structures result in higher costs too. Additionally, the delivered system may fail to reflect the organisation’s needs, especially where there is poor communication between the client and vendor. Comparing these two approaches underscores the inherent trade-off between control and allocation of risk in project management. Netflix’s idiosyncratic, DIY approach illustrates how internal development can afford strategic capability and long-term control yet also expose stakeholders to added technical and fiscal risks. Alternatively, outsourcing to an organization like IBM represents a return to a Turnkey model whereby risk is diminished while project management is streamlined but flexibility is constrained and reliance on outside experts is increased. The comparison highlights that the contracting method used should be in line with organizations’ capabilities, risk tolerance and strategic goals. If your organisation has some major technical knowledge, it will favour a DIY method, if your organisation focuses on being efficient and delivering risk to your customers, you will prefer a Turnkey.

[bookmark: _Toc224656296]Linking Risk Management and Contracting
The relationship between risk management and contracting is at the core of any project’s success. Contracting methods dictate the allocation of risk and who is responsible for management. Under Turnkey contracts, most of the risk is assigned to the contractor, mitigating the client’s risk but escalating costs. In Multicontract and DIY approaches, the risks remain with the client for which good management skills are necessary. The hybrid approach shares the responsibility between the affected firms and provides a more balanced approach. Contracting is such a tool of strategic risk taking, and this relationship clearly demonstrates that contracting is not a procurement decision, but rather, a tool for strategic risk management. Improperly selecting a contracting procedure can raise the risks of a project, whereas a proper selection can boost performance of the project and thus decrease uncertainty (Too and Weaver, 2014).

[bookmark: _Toc224656297] Conclusion
In conclusion, risk planning is a core aspect of project management that allows an organisation to properly identify, analyse, and address uncertainties that have the potential to impact the project’s objectives. By following a systematic approach which includes risk identification, analysis, response and monitoring, project manager(s) can focus the risk identification to prioritise risk appropriately and use resources accordingly for project improvement. Understanding that risks can be negatives and positives also emphasizes the necessity for risk management to be a balanced and proactive approach. This individual report also showed that contracting approaches are crucial in determining the allocation of risks among the stakeholders. Due to its inherent simplicity and less client influence on the project, the Turnkey contract places a substantial amount of risk onto the contractor but also offers limited choices and greater spending costs. However, with Multicontract approach more control and flexibility is obtained but at high coordination complexity and increased responsibility lies with client. Whereas the DIY approach gives the best control and the most insider knowledge, but the organisation is more exposed to execution dangers, the hybrid approach tries to combine control with expertise, but in an additional layer of management complexity. The analysis and real-life example have demonstrated that no contracting approach is inherently better. Each approach is less effective than others and may depend on the context of the project, its complexity, the organisation’s capabilities, as well as its risk tolerance. To be especially relevant here, the comparison of internal software development approaches and outsourcing of solutions illustrates the importance of controlling and transferring risk that is one of the key aspects in contracting decisions. The crucial issue is, effective project management goes hand in hand with effective risk planning, when risk planning is conducted through proper contracting strategy. Linking the project against risk management objectives can provide a foundation for organisations to maximise performance, minimise uncertainty and improve project success. Hence, not just as separate processes, both risk management and contracting should be seen as interlocked components of comprehensive project management strategy.
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