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10.
. Hope is ALWAYS a strategy.
. We all remember some lucky project.

P N WA OO N O ©

We are all OPTIMISTS at heart.

. Don’t lessons learned fix everything?

. Are you feeling lucky today? (Punk!)

. Who wants to display uncertainty/ignorance?
. Spouting whales get the spear!

. Risk management is really DEPRESSING.

. We have no DATA.

This is planning and we need to get to WORK!
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« ldentify potential problems
 Handle them proactively

e Be thelr masters, not their slaves

 Keep them in mind

STIMATE...
e Learn from them =

* Protect project
objectives

« Cover our butts!

www dilberLcom  scomadams B ssl oom




Classic Buffer Calculations 5

The Problem 9

Rational Choices 14

Central Limit Theorem to the Rescue 16
Structuring Projects for Risk 22
Implementing Strategic Risk Management 25

Going Forward 36




I o § Menlo Park Associates

1. ROLL YOUR DIE!

2. Check the number that UL LT AR {511

comes up. 1 Success
3. Look the result up in

the table. 2 Success
/ \ 3 Success
[ //\ 4 Failure

.. 'o‘. ® 9 :
* W %',; o Failure
l 6 Failure
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/)

‘Project Managers’ who Number Result

count on B = SUM(r; * p;)

take a 50% chance i1t will 1 Success

cover their risks. 2 Success
3 Success
4 Failure
5 Failure
6 Failure
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 For each risk, multiply its impact times its
probability, to get its exposure

 Add them all together to estimate a buffer or
reserve

— Do this for costs

— Do this for duration /()

— Do this for effort g./){/}
4%
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B=SUM(r;*p )
Where:
r, =impact of risk(i),1 =1ton
p; = probability of risk(i), between 0 and 1.0

B = total risk buffer estimated for any
dimension of impact:

= COSt
= duration
= effort, etc.
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Based on B = SUM(r; * p;)

HALF of your projects will
be late or over budget!




Would you start a project
knowing there was a 50
percent chance it will be
late based on risks alone?

Would your customers
accept having 50% of their
projects being over
budget?



The random variable to reflect the sum of risk
outcomes has a distribution that looks like this:

The buffer to protect the project from these risks, B, is commonly

set to the expected value for the sum of manifested risks, R, ..

But, 50% of the outcomes will be greater than B.
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Assuming that the value of dollars or days to the
left of B is the same for the units to the right.
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Dollars/days/units of estimate to the RIGHT of B can
be much more expensive than units to the LEFT.
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One project can be sacrificed so others can finish
on time and under budget.
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The Central Limit Theorem of statistics says that
the sums of random variables tend to become

approximately normal, i.e. they follow a
Gaussian Curve.
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Applying the normal distribution to real projects
with duration D means that half the projects will
experience outcomes from manifested risks that
will use up the buffer E=D+R,,.
and put them over the
common estimate, E.

30

D+R

| |
| |
Start Duration before risks =D

We can estimate the standard deviation from the binomial nature of our risks:




And use our estimate to calculate a
new buffer, B’ , and new Estimate,

E=D+B"'=D+R,, +(z+0)
‘2’ is chosen to decide what percentage

of projects should be expected, based
only on risk, to go over their estimates.

Cumulative D+R,_,

| 0%

50%

Z

= Menlo Park Associates

100%

D
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Select a standard value for ‘Z’ to o q
use to calculate risk buffers. . Yo expecte
z=0 to be over

will give you the protection you 0.0 50.00%
have now. 05 | 30.85%
z=2.0 - 0

will give you risk buffers to 1.0 15.877%

protect 97.72% of projects 1.5 6.68%

(or phases of projects). 20 2 2804
Only 2.28% would be expected to

exceed their buffer. 2.5 0.62%

3.0 0.13%

3.5 0.02%
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Number Result

1

Success

Success

Success

Success

Success

OO A~ WD

Failure

1. ROLL YOUR DIE!

2. Check the number that
comes up.

3. Look the result up in the
table.



Number Result

1

Success

Success

Success

Success

Success

OO A~ WD

Failure

Using z = 1.0 reduces risk
related failure to almost a
16% chance. About 1in 6.

P’
.

50%

0% 4

100%

| Start
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Non-Risk Project Budget

Cumulative Risk Distribution

* Risk buffers are not typically a significant portion of a
project’s total budget.

« If they are, then this method becomes more important.

« |f there is ONE major risk of high impact, you might
consider making the buffer 100% of the impact.

* If the customer would not accept that, try making it a
provisional project. And, construct sensitive triggers so the
project can be abandoned at the first hint of the risk.
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The ACTUAL duration of projects will not increase.
The ACTUAL costs of projects will not increase.
Customers will not pay more or wait longer for projects.

Because...

Not all of risk buffers will be consumed! Some will. But, many
won'’t.

Customers will actually find that you are early and under-

budget (or late and over-budget) according to the ‘z’ factor
that you chose.
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* You will over-promise less.
* You will under-deliver less often.

* You won't have to charge more.
* You will just have to apologize less.

ha
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PMBOK

4th Ed.
1.Plan your strategy for risk management (11.1)
2.ldentify risks (11.2)
3.Estimate risk impacts and likelihoods (11.3)
4.Calculate risk reserves/buffers (11.4)
5.Show risks and plans in the schedule (11.5)

6.Accept only profitable projects
7.Monitor and control risks (during execution) (11.6)
8.Account for risks in schedule/budget
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« “Waltzing with Bears”, identifies 5 risks common
to software projects.

1.

ok~ W

Schedule flaw: overaggressive, clueless, etc
Requirements inflation: a.k.a. scope creep

Staff turnover: training, ramp-up costs, etc.
Specification breakdown: hidden conflicts/flaws
Underperformance: individual/group variance

« Use until your organization develops its own set
of common risks, groups and categories.



Eﬂ Microsoft Project - MS Project example 1 20080224a.mpp
File Edit WView Insert Format Tools Project  Window Help

Task Name 2003 2004 Y
Jul JAug[Sep| Oct[Mov[Dec[Jan [Feb] Mar [Apr [May[Jun | Jul [Aug]Sep| Oct[Nov[Dec]Jan [Feb]Mar [Apr [May[Jun [ Jul [£
Project Start Project Start e

Project Planning / Requirements Analysis Project Planning / Requirements Analysis

Requirements Risk Reserve Requirements Risk Reserve
Design
Design Risk Reserve Design Risk Reserve

[ Test Planning Test Planning

Develop and Unit Test Develop and Unit Test

Development Risk Reserve Development Risk Reserve
Integrate and Test the Release Intggrate and Test the Release

Infegration Risk Resarve Integration Risk Reserve
Documentation ccumentation
Deliver the Release Deliver the Release
Post-delivery support Post-delivery support

Project Closure Project Closure

Wanagement Reserve Management Reserve [

Project Complete Project Complete 4

s!{m

[ea [cersi [numl [scre [ ovr
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Tazk Name 2003 2004
Jul [Aug[Sep| Oct | Nov]Decq Jan [Feb[Mar [ 4pr [May[Jun | Jul [Aug]Sep| Oct[Mov]|Dec[Jan [Feb[Mar [ Apr [ Ma
1 Project Start Project Start
L

2 Project Planning / Requirements Analysis Project Planning / Requirements Analysis

| ]
17 Reguirements Risk Reserve Requirements Risk Reserve
| ]
| ]
18 | Design .
| ]
| ]
27 Design Rizgk Reserve Design Risk Reserve

28 |E Test Planning Test Planning

34 Develop and Unit Test Develop and Unit Test

41 Development Risk Reserve Dewelopment Risk Reserve

43 Integrate and Test the Release Intégrate and Test the Release

46 Integration Risk Reserve Integration Risk Reserve

ar Documentation Documentation

31 Deliver the Release hDeliver the Release

54 Post-delivery support Post-delivery support

50 Project Closure Project Closure

65 Management Resarve Management Reserve [

Project Complete Project Complete 4

IIIIIIIIIIIIIIIIIIIllllllllllllﬁllllllllll
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Project Planning / Requirements Analysis

Requirements Risk Reserve

# RISK (0000 DUR  HRS

1 | Missing regs. will cause rework | $100 10 weeks | 300

2 Cust. will delay approval 3 weeks

3 Inconsistent reqs. will cause
rework

$50 5 weeks 150
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UNPROFITABLE PROFITABLE

WIN THE BID ACCEPT

OK, MORE

LOSE THE BID TO LEARN




Monitor and Control Risks (1)

Menlo Park

120

Impact

100

80

60

40

20

0

Month

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18

—e— Risk 1 Delay —e— Risk 2 Delay —e— Risk 3 Delay Risk 4 Delay |

Over time the
potential impact of
risks will change.

So may the
likelihood of risks
change.

THIS DIAGRAM CANNOT BECOME A PLAN.
UNCERTAINTY CANNOT BE PLANNED.
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Far-Sighted Company | Project 7633: SSN Suppression on checks and EFT

Rl S kS are traC ked ‘ Weekly Status Meeting Agenda
by regularly 3. All risks
C h eC kl n g C U r re n t 33: RISK: flash forms change for salaried Type: Impact: | Status:

coupons: conflict with "monthly" having higher | Risk 3 In Progress

Impact and priority,

Document# t1/a
Version# n'a

Owner: Created:
512/04

I | kel | h 9]0 d fo r 43: Potential conflict with other projects Type: Impact: | Status: Owner: Created:
implementing the week of July 5. Risk 3 Open 52504
changes. Have
51: RISK: Space problem adding EID to TKS Tvpe: Impact: | Status: Owner: Created:

t h ey al r‘ead y CHRON master file. Risk 3 Open 223504

Description: There may not be enough filler or some other place to put EID. Can proceed with mini-proposal
O C C u r red an d I -t I S under assumption that space will be found to complete Definition under current requirements.
J u St n Ot d eteCted . 53: RISK: Customer personnel may not be Tvpe: Impact: | Status: Owner: Created:
available as we need them to review Pilot Risk 3 Open 5/26/04
implementation results July 5-16.

55: RISK: Banking field information not in Type: Impact: | Status: Owner: Created:
project documents: RQ, TDD, UTP, UTATP Risk 3 Open 5/26/04
36: RISK: "laser extract" file goes to Type: Impact: | Status: Owner: Created:

Risk

L]

Open 512104

"WorkScape". (PSEYS5RC)
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Check on identified risks in & out of meetings

Close risks manifested or that can’t happen any more
Update likelihood and impact ratings and costs
ldentify new risks

Recalculate risk reserves

Update reserves in the schedule/budget

YES, that might mean GIVING
BACK some, or all, of a reserve.
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Activity Actuals Allocation

Mitigation planning Planning

Contingency

: Planning
planning

Mitigation execution | Mitigation tasks planned

Contingency
execution

I New risk response Management reserve

Risk reserve ‘task’
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Implement PMBOK risk management practices.

— Calculate risk buffers to reflect the level of confidence
required.

— Insert risk buffers into the budgets and schedules.
Accept only profitable projects

Monitor risks by including their discussion in regular
meetings.

— Reflect changed probabilities and impacts in the budget and
schedule.

Save data as strategic asset. Learn more.




PDU information for PMPSs:

Enter 1 hour in Category ‘B’
with today’s date and
‘Risk Management as the topic
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 Name: Richard L. Bollinger
« Email: rick@menloparkassociates.com
* Phone: 734-662-7752

PDU information for PMPSs:

Enter 1 hour in Category ‘B’
with today’s date and
‘Risk Management as the topic
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