
226 Chapter 7 • Risk Management

event such as the loss of a key project team member midway through the development phase may 
have both a potentially serious impact and a high degree of probability in some organizations. 
Hence, in those project environments, it would be appropriate to develop mitigation strategies to 
address this risk, given its high likelihood of occurring and the negative consequences it would 
engender. For example, the project manager could develop a bonus or other incentive program 
to reward personnel who remain on the project team as a useful response (risk mitigation) for the 
potential loss of key personnel during the project.

Risk and opportunity are mirror opposites of the same coin—opportunity emerges from 
favorable project uncertainties and negative consequences from unfavorable events. Figure 7.2 
illustrates the dynamics of risk and opportunity over the project life cycle compared to the 
severity of negative consequences. Early in the life of a project, both risk and opportunity are 
high. The concept may be thought valuable, and the opportunities are strong, as are the nega-
tive risks. This result is due to the basic uncertainty early in a project’s life cycle. Until we move 
forward into the development phases, many unanswered questions remain, adding to overall 
project uncertainty. On the other hand, the severity of negative consequences (the “amount 
at stake”) is minimal early in the project’s life. Few resources have yet been committed to the 
project, so the company’s exposure level is still quite low. As the project progresses and more 
budget money is committed, the overall potential for negative consequences ramps up dra-
matically. At the same time, however, risk continues to diminish. The project takes on a more 
concrete form and many previously unanswered questions (“Will the technology work?” “Is 
the development time line feasible?”) are finding answers. The result is a circumstance in which 
overall opportunity and risk (defined by their uncertainty) are dropping just as the amount the 
company has at stake in the project is rising.

The periods of greatest worry shown in Figure 7.2 are the execute and finish stages, at which 
point uncertainty is still relatively high and the amount at stake is rapidly increasing. The goal of a 
risk management strategy is to minimize the company’s exposure to this unpleasant combination 
of uncertainty and potential for negative consequences.
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Figure 7.2 risk Versus Amount at Stake: the challenge in risk Management
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