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Risk Planning in Project Management and Contracting Methods

[bookmark: _Toc224574420]Introduction

Project management is where you have resources, time, and people in line to accomplish your goals. Yet projects are under constant uncertainty: cost, schedule and performance are susceptible to the uncertainty that they are experiencing. Such unknowns are called risks. As Harold Kerzner defines it, the project risk is any uncertain event that may have a positive or negative impact on project objectives. As a result, risk management is critical to the success of a project. Risk management enables project managers to identify, analyse and respond to potential risks before they have detrimental impact on project performance. Projects suffer from delays, cost overruns and performance failures if they are not planned with adequate risk planning. The nature of the contracting strategies used in a project also defines how risks are shared among clients, contractors and suppliers. There are several different contracting strategies used in project management, such as: Turnkey, Multi contract, Do-It-Yourself (DIY) and Multi contract combined with DIY. Each approach has its own advantages and disadvantages pertaining to risk sharing, cost control and flexibility of the project. The purpose of this essay is to investigate the risk management process in project planning and critique some of the contracting techniques selected for project execution. The essay provides commentary on how contracting strategies impact risk distribution and project performance considering actual projects to demonstrate their effects.

[bookmark: _Toc224574421]Risk Planning in Project Management
Risk planning is a formal method of identifying potential risks or opportunities to a project. A good implementation of risk planning serves project managers in making the necessary decisions and devising mitigation strategies (Hillson, 2017). Risk management is normally conducted in four stages: risk identification, risk analysis, risk response, and risk monitoring and control.
Risk Identification

Risk identification is the process of determining potential events that may affect project objectives. The importance of this step is that unidentified risks cannot be managed. Clifford F. Gray argues that early identification of risks has an increased probability of successful project performance. Common techniques used in recognizing these risks include Brainstorming with project teams Expert judgement, Analysis of historic project data, Risk registers, Stakeholder consultation.
For instance, in the context of construction, risks could incorporate labour shortages, material delays, regulatory changes, and/or severe weather events. This early detection of the above risks allows the project team to create mitigation measures. Risk identification also helps organisations prioritise which risks require immediate attention.

 Risk Analysis
Once these risks are ascertained, they need to be analysed for their importance. Risk analysis measures the probability of occurrence and its impact on the project. Two broad types of risk analysis are available:
Qualitative Risk Analysis. In qualitative analysis, risks are categorized into categories like high, medium, or low, depending on their severity. One common tool that is used is a risk matrix that depicts risk probability and impact visually. This helps to rapidly rank risks and establish which must be addressed right away.
Quantitative Risk Analysis. Quantitative analysis is numerical evaluation of risks. This can be used to estimate expected monetary value, simulate models, or probability analysis. As Rodney Turner says, quantitative analysis enables project managers to calculate the possible financial losses related to risks. This method gives much more accurate results but comes with more data and specialised tools.
Risk Response Strategies. Project managers need to put out strategies to deal with risks upon analysing them. At risk response planning, choices of suitable measures to minimize the negative consequences or maximize opportunities are made. And the four main strategies are used.
Risk Avoidance. Risk avoidance is eliminating the risk altogether. For instance, if a project manager believes the old supplier is not reliable, they may switch suppliers.
Risk Reduction. Reduction of risk concentrates on bringing down the likelihood or the damage of the risk. For example, additional testing may mitigate product failure.
Risk Transfer. The transfer of risk entails transferring responsibility of risk to another, usually by way of insurance or contractual agreement. For instance, delegating specialised work to a contractor transfers some risk to that contractor.
Risk Acceptance. Some risks can be accepted if seen as minor or unavoidable. In these scenarios, some form of contingency plan can be put in place. The method of response used is based on the design of the project and risk levels.
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Risk management is not done once response strategies are defined. Risks need to be constantly monitored over the life of the project. Monitoring activities include:
· Updating the risk register.
 Reviewing mitigation strategies.
Identifying new risks.
Evaluating effectiveness of responses.
Project Management Institute says that continuous monitoring keeps project teams aware of emerging uncertainties. Failure to track risks may cause previously identified risks to escalate and cause major project disruptions.
Contracting Methods in Project Management
Choosing a contracting approach plays a major role in defining risk allocation for project stakeholders. Different contracting approaches offer various degrees of control, responsibility and flexibility. There are four major contracting methods commonly used in projects: Turnkey, Multi contract, DIY, and Multi contract combined with DIY.

[bookmark: _Toc224574423]Turnkey Contract
Turnkey contract is a project approach to development in which a client assigns ownership of design, construction and delivery of a project to one contractor. The contractor performs the project and returns the project in full operating condition. 
Advantages.
 Turnkey contracts provide several advantages:  Clear responsibility for project delivery, Relieves the business management burden on client, Closer communication pattern. A single contractor handles the project, making coordination issues less. 
Disadvantages
 Yet turnkey contracts also have limitations:  Less freedom for the client, Higher overall project costs, Less control over project decisions. In case there is underperformance from a contractor, clients may also have trouble. 
Turnkey Projects – the most known example of the type of project is the Hinkley Point C Nuclear Power Station in the UK. In that context, the UK government commissioned EDF Energy to design, construct and deliver a viable nuclear power station. This also places the lead contractor on all engineering, procurement and construction operations to ensure that the plant is finished and operable. In a turnkey approach, the client can, however, shift most of the technical and construction risks to the contractor. This would entail threats such as design complexity, construction delay and technical work overruns. Paired with dedicated infrastructure projects, the government can put the role of strategic oversight, regulatory compliance and long-term energy planning under a specialised contractor management with these responsibilities. On the other hand, with turnkey contracting, high costs may lead to projects being undertaken which costs due to the risk premiums, which usually run into the contract and are also included as a cost of contract to compensate for uncertainty and unknown (Kerzner, 2022; Turner, 2019).



Multiple contract
A multiple contract is a type of contract in the case of a contract management plan, where a client hires multiple contractors to help on different job activities independently, if it is known as a multi contract project. One contractor for construction, one electrical system, or a designer for design, for instance. 
Advantages.
 Multiple contracting comes with a number of advantages: More client control, Cost savings - a possible cutback that would be provided by competitive tendering, more freedom in hiring contractors.
 Disadvantages.
 But here too risks are part of this method:  Difficulty between contractors when coordinating, Greater management complexity, Disputes over responsibilities. Based on the Kerzner (2022), projects utilizing several contractors necessitate substantial management skills to coordinate efficiently.
[bookmark: _Toc224574424] DIY (Do-It-Yourself)
Doing the job yourself - the DIY contracting method means you finish the work internally and don’t bring in an outside contractor. A company is supported by its internal resources, personnel, skills and knowledge base.
Advantages
There are several benefits of DIY projects:
Full organisational control. In-house retention of knowledge within the organisation. Potential cost savings.
Disadvantages
DIY projects, though, also carry challenges:
Limited technical expertise. Higher resource requirements. Slower project implementation.
This approach is normally appropriate for small or routine projects where internal resources are sufficient.

 Multiple contracts Combined with DIY
It combines internal project realization with externally contracted services. Some project components are performed internally, while others are outsourced. Advantages. This approach provides: Flexibility in resource allocation, Balance between control and expertise, Cost optimisation. Disadvantages. But coordination becomes trickier as internal teams need to work with external contractors. Such a pattern is common in IT projects, in which organisations manage their systems internally, but externalise targeted development work.
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The different contracting approaches have different ways in which they divide risk among project stakeholders. Most project risks in turnkey contracts pass most of the risks to the contractor to reduce the client's overall management responsibility. Yet that typically leads to higher project costs, as contractors include risk premiums in their pricing. Multiple contracting gives a greater degree of control but poses coordination risks to clients. The client then becomes the broker between several contractors. DIY projects reduce the external dependency on business but carry with them the capability risk as well if their own expertise is not available. 

 Hospital Construction Project vs IT System Implementation
Constructed concrete examples are used to illustrate how contracting strategy affects the distribution of risk and project performance in real-life cases. It shows how much risk and how differently the method of contracting can lead to risk management at a hospital construction project or IT implementation project. Hospital Construction Project. The implementation of large healthcare infrastructure projects is typically complex and requires significant financial resources and requires a high level of regulatory compliance and technical requirements. Due to the complexity involved, more hospitals require a multiple contract approach in construction projects, where the client engages multiple specialised contractors for varying project elements. In the case of the Royal Liverpool University Hospital, multiple contractors were engaged to provide structural work, electrical systems installation, medical equipment installation and digital infrastructure. In such projects, the government or healthcare authority acts as the client and coordinates the work of several contractors. One potential advantage in this approach is that the client can select contractors who have a lot of specialized knowledge. Healthcare facilities require sophisticated ventilation systems, special surgical facilities and complicated electrical installations. With several contractors involved each aspect of the project can be undertaken by specialists. But this method introduces a major coordination risk as well. If contractors are poorly communicating with one another, schedule delays and inconsistencies can happen. On the Royal Liverpool hospital project construction delays and contractor disputes led to budget overruns and delays to project completion. 
IT System Implementation Project
In contrast to construction projects, many information technology projects use a turnkey contracting model. In this model, the client engages one contractor to deliver a fully operational system. A relevant example of this is the NHS Digital Electronic Patient Record System. Healthcare organisations have outsourced the development and installation of digital patient record systems to specialists in the technology domain. The turnkey methodology offers benefits to IT projects. One, it makes project management easier as the client only works with a single contractor. The other advantage is that it enables organisations to harness the technical know-how of specialist software enterprises. According to the Project Management Institute, transferring technical responsibility to experienced vendors can significantly reduce operational risk in complex technology projects. But turnkey contracts also come with restrictions. As a result, the contractor largely owns the design. 
Comparison of the Two Projects
The comparison of hospital building and IT system install shows how a project’s aspects influence the contracting method selected. The first is because construction projects usually include many specialised physical elements such as architecture, structural engineering and mechanical systems. Thus, multiple contracts are advantageous because the clients can choose contractors of various specialization from a range of contractors. IT system implementation projects, on the other hand, typically follow an integrated technological solutions approach. Which is why, typically, a turnkey approach works best at scale as one vendor can design, develop and deliver the whole thing. Second, the risk allocation patterns between the two contracting strategies are quite different. In the case of multiple contract projects, the client is more responsible for organising contractors and the project risks. It raises the complexity of management but allows for greater control over the project in return. The contractor takes on the lion’s share of the technical risks in a turnkey project. Although this lightens the client’s handhold on the tasks, it takes away flexibility and raises costs. Finally, the comparison shows that there is no one-size-fits-all best contracting method. Rather, that approach is best suited to project complexity, organisational capabilities and risk tolerance. A good project manager must therefore carefully evaluate project characteristics before choosing a contracting strategy.
[bookmark: _Toc224574426]Conclusion
Risk planning is an essential component of project management because it allows organisations to identify uncertainties and prepare appropriate responses. The risk management process includes risk identification, analysis, response planning and continuous monitoring. Moreover, the risk allocation for the different people involved in project activities will vary widely due to different methods of contracting. Turnkey contracts shift the liability to contractors but reduce client control. Mult contract offers flexibility but also coordination risks. DIY projects provide the complete organisation with control but also need quite a bit of internal expertise. Hybrid approaches try to reconcile these influences. Choosing the most appropriate contracting method is project-specific and depends on the level of complexity, the capacity level of the organisation and the risk appetite. With proper risk planning underpinned by appropriate contracting approach better success in project result generation.
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