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Abstract :  Risk exposure is a function of the probability of occurrence and the consequences (amount of damage or gain). Risk 

exposure is mathematically quantified by multiplying the probability of its occurrence with the financial impact of the occurrence 

of the risk event.  
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INTRODUCTION 

Risk is an abstract term. In a given situation, risk is viewed differently by different people. For example, the likelihood of rain on a 

cloudy day may be perceived as the risk of getting wet by a man walking in the street, a risk of slipping on the road by a motor 

cyclist and an opportunity to plant the seeds by a farmer. To some it may pose a hazard, danger or threat, while others may see it as 

an opportunity. 

Risk in general signifies an uncertain event, situation, or condition which may occur. It may have either a positive or negative effect 

on the project objectives. Some risks may pose a threat to the achievement of project objectives while some other risks may enhance 

achievement of objectives. Favorable risk events are called opportunities, whereas unfavorable risks are termed as threats. Factors 

that induce unfavorable risky situations are called hazards. Risk increases with hazards but decreases with safeguards. 

A risk has three components: 

 A unforeseen situation leading to an event, the occurrence of which is likely to deviate from the estimated or forecast value or 

planned path. 

 The probability of occurrence of that event. 

 Likely impact of that event, i.e. loss or gain. 

 

PROJECT RISK MANAGEMENT STRATEGY 

 Risk management is at the core of all business, organizational and individual activities regardless of their nature or size. In 

projects, all the stakeholders (owner, sponsor, consultants, designers, project manager and others) face risky situations. All aim 

to minimize their risks to the planned approach. For example, A client may resort to a lump-sum type of contract to overcome 

resource fluctuations, cost inflation and quantity variation risks. The client may also opt for a turnkey contract approach to 

prevent design risks and incorporate penalty clauses in the contract to compensate for damages resulting from time delays risks. 

 Similarly, a contractor may enter into back-to-back agreements with his sub-contractor and suppliers, and incorporate suitable 

escalations and other safeguards as part of the subcontract agreement. 

The object of the Client’s risk management strategy is to develop the policy for managing projects risks. This policy outline as to 

what are the objectives of the client in developing the project, who are the project stakeholders involved in implementation, what 

are the nature of the risks and to whom the responsibility is assigned for planning and controlling risks. The risk management 

responsibility can be assigned to appropriate stakeholders and functional heads, and, it can be coordinated and monitored by the 

project risk management chief. 

The risk identification process involves researching the project to determine the sources of risk, and connected potential risk factors 

that lead to risk events and thereby reducing the chances of overlooking any potential risk event. 

The risk mitigation process considers risk transfer, reduction and avoidance possibilities. A risk response plan ensures that  the 

appropriate risk warning tools are in place, to handle risks efficiently. Risk control aims at controlling deviations to cut down risks 

and maximise the project value. It handles risk in a manner that achieves project objectives efficiently and effectively by monitoring 

and adjusting plans and evolving alternate plans to manage foreseeable risks, wherever necessary. 
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SOURCES OF RISK 

Modern projects, encounter unlimited risks from inception right up to the closure stages. Commonly encountered risk sources are 

commercial risks, design risks, natural disaster risks, cost overrun risks and time overrun risks. Sources of risks are generally 

independent of each other. 
 

Project Risks Sources 

 

RISKS CHECK-LIST OF A BUILDING PROJECT 

The risk factors and risk events are consolidated to form the risks checklist. The check-list will vary from project to project and 

agency to agency. A typical check-list showing risk events categorized under risk sources, which may be encountered in a turnkey 

construction contract, is given below. The list is indicative but not limited to the following: - 

A. Project scope risks: High complexity, ill-defined project scope, frequently changing scope requirements, no project charter, no 

delegation of authority, ineffective control systems, no extra-work control, no analysis of changes and problems in quality 

control. 

 

B. Design and specifications risks: Inadequate design information, incorporation of new construction technology, realistic 

specifications, likelihood of design changes, difficulties in interaction of design with method of construction, non-

standardization of resources, designers, delays, poor design and shop drawings, non-conformity with national and local 

specifications. 

 

C. Quality risk: No quality assurance plan, no soil investigation, no method statements, poor quality materials, untrained 

manpower, absence of approved soil and material testing laboratories, unachievable quality specifications, problems in quality 

control and re-working of defects during construction. 

 

D. Time overrun risks: Inaccurate activity time estimates, unrealistic time schedules, incomplete work breakdown structures, no 

formal sequencing plan, poor allocation of resources, incomplete assessment of project time, cost, resources and quality 

implementation plans, no database, ineffective control system. inflexible and unrealistic project plans, unsatisfactory conduct 

of status review meetings, inability to take timely corrective action. 

 

E. Cost overrun risks: Inaccurate cost estimates, inadequate cost planning and control, no extra work control and no analysis of 

changing, constantly change market conditions, incomplete project closure. 

 

F. Leadership risks: No project vision, no team building, poor motivation of participants, high turnover of critical team members, 

indecisiveness, unreasonable stakeholders expectations, lack of senior management support, lack of team consensus over 

project plans, limited authority / control of the project manager, poor communications, poor industrial relations, high rate of 

sickness and absenteeism, unsafe working conditions resulting in accidents and poor turnover, conflicts among staff and 

participating organisations, lack of co-ordination, insufficient liaison with public services, barriers in information 

communication. 

 

G. Organisational risks: Inappropriate organisation network, poor assignment / allocation of tasks and responsibilities, lack of 

competent persons, no project manual / documented procedures/ processes, project being too complex for the resources 

available, inadequate communications infrastructure, wrong selection of project management, no database, inflexible and 

unrealistic project plans, poor quality control, unsatisfactory conduct of status review meetings, inability to take timely 

corrective action, incomplete project closure. 

 

H. Physical resources, mobilization and utilisation risks: Inadequate and low-quality procurement of resources, non-availability 

of spare parts, special equipment’s and materials: transhipment delays, low productivity, bad weather and working conditions, 

non-availability of suitable 

Predictable Internal External Unknown Uncertainties 

1. Polital & Legal 1. Scope changes, Time 

over-run & Cost 

1. Leadership & 

Organisational 

1. Act of God 

2. Design & Specification 2. Change in Technology 2. Resources 2. Ecological 

3. Financial & Economic 3. Quality, Specifications & 

Failures 

3. Contractor 3. Safety & Health 
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sub-contractors, damage during construction due to negligence, transportation or storage vandalism, accidents, wastage, theft 

and fraud, lack of safety and hygiene measures and local requirements. 

 

I. Technology risks: Inadequate information on new technology, non-replacement of old technology, non-availability of 

competent and professional staff to use new technology, lack of managerial skills. 

 

J. Contractual risks: Non-standard and inconsistent conditions of contract, insufficient time to prepare bid tenders, delay in 

possession of site, errors or omissions in bills of quantities, payment problems, extra work variations, unrealistic tendered 

amount, no-credit worthiness of contractor, high cost of legal decisions, insufficient insurance and surety, incorrect 

documentation of claims and disputes, un-familiarity with local laws. 

 

K. Force majeure and ecological risks: Acts of God such as earthquakes, floods, landslides, ecological damages, epidemics, etc. 

 

L. Political, WTO, legal and social risks: Changes in governments, policies, regulations, rules, laws, war, revolution, civil disorder, 

risks under criminal law and the law of tort, pollution, waste treatment, local regulations, constraints on the availability of 

labour, import-export restrictions and procedures, joint venture rules, inconsistency of regulations within the country, 

requirements for licenses and permits, crime and insecurity, bribes and corruption, religious and cultural conflicts. TO risks 

include foreign exchange fluctuation, interest rate changes, country specific political and economic stability risks, delays in 

arrival of imported materials and equipment. 

 

M. Financial and economic risks: Investment risk, inflation, escalation of prices, availability and exchange rate fluctuations, local 

and national taxes, inadequate sources and availability of funds, cash flow problems, effect of time and cost overruns, default 

of stakeholders and suppliers, demand scenario on constantly changing market conditions. 

N. Safety, health and environmental risks: Unsafe working conditions, non-conformance to statutory requirements for workers 

safety, healthcare and environment protections, absence of safety audit, accidents/ strikes/ work stoppage and workers 

perceptions, inadequate healthcare, security, firefighting and disaster management capabilities. 

 

O. Funding failure risks: Lenders not comfortable with project viability, failure to arrange partners equity in time, high interest 

rate, adverse investment climate, revenue shortfalls (BOT) projects, debit servicing risks, partners conflict, non-availability of 

finance from lending institutions in time. 

 

P. Communication and network failure risks: Non availability of antiviruses software to safeguard office computers, loss of data 

due to network breakdown, no backup of data available, vendors not competent enough, landline phones not working properly, 

lack of resources, high electricity fluctuations, internet server’s breakdown, appointment of wrong computer equipment’s, non-

compatibility of software with the purchased hardware, ineffective information management system. 

Note: BOT projects such as express-highways encounter many additional complicated risks. like: Partnering risk; Financial 

risk; Environmental risk; Regulatory risk. Delay in land acquisition, tree cutting and utility shifting; Delay in financial closure; 

Technology and Design risks; Completion time and Cost overrun risk; Demand and traffic revenue risk; Operation risk; Debt 

servicing risk; Legal risk; and Political interference risks. 

 

RISK MITIGATION STRATEGY 

Risk mitigation measures aim at minimizing the loss, damage or disruption in a project due to unforeseen events. These mitigation 

measures are described as follows: 

A. Risk transfers: Project risks can be transferred to someone who is more capable of dealing with such problems, such as specialist 

subcontractors, designers, material suppliers or by passing the risk to insurance firms. For example, the risk can be transferred: 

 To a contractor or designer by the client. 

 To a subcontractor by the contractor. 

 To insurance companies or banks by the client, contractor, or subcontractor. 

(i) Property risks: Fire, explosions, dropping of loads by tower cranes, impact damage and collapse of plant, theft, transit 

risks. 

(ii) Performance related: Design, landslide, collapse, vibration or undermining, breakdown of construction equipment. 

(iii)   Financial risks: Loss or profit margin. 

(iv) Commercial risks: Clients not meeting obligation, delay in settlement of claims, money and securities and performance 

bonds. 

(v) Human risks: Accidents, health and safety, workers, compensation, third party liability. Environment related: Natural 

calamities such as like earthquakes, floods, winds, storms, and epidemics requiring personnel safety and health care. 

(vi) Ground related: Underground water courses, locations with geological faults and proximity to railways or roads and 

piling processes. 

(vii) Professional liability insurance: Protection against professional errors and omissions inclusive of defence costs from 

claims. 
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B. Risk deferred: Certain project risks can be deferred by time. Activities can be moved to a later date in the project when the 

adverse effects of events may be minimised or reduced. For example, road bitumen paving scheduled during the rainy season 

can be postponed to a different season in the year, when the water is drier. 

 

C. Risk reduction: Project risk reduction aims to reduce either the probability of risk occurrence or the adverse impact on the 

project or a combination of both. For example, a client may cover the risk of unknown underground soil conditions by suitably 

wording the contract. Risk related to change in the scope of the project can be reduced by 

 Well-defined specifications. 

 Detailed site survey. 

 Detailed design. 

 Completing design before execution.  

 Minimizing client variation. 

 Showing implication of changes. 

 Determining logical cost contingency. 

 Determining logical float. Early involvement of owner’s trained / expert project group. 

 Appropriate responsibility matrix. 

 Implementing safety / loss control program. 

 

D. Risk acceptance: Once the risks have been identified and their adverse effects assessed, a contingency plan to encounter 

them has to be organised, developed and implemented as part of a good risk management strategy. Such a risk will 

generally comply with one of several criteria, such as no alternative available, cost to transfer risk is very high, probability 

of occurrence of risk is low but it can have a heavy impact, etc. In such eventualities, a client may decide to accept these 

risks. Unidentified risks fall in the category of risks accepted by the client. 

 

E. Risk avoidance: Once project risks have been identified, they can be avoided in some cases, by taking appropriate action 

such as changing designs, materials, technology and construction methods that may involve additional costs. 

 

F. Risk sharing: Taking a risk may be resorted to when it is impractical for one party to control the risk. It may be better to 

manage such a risk with two or more parties. Alternately, the client may retain a part of the risk. 
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Type of risks 

 The risks can be grouped in the following clusters: 

a) Land value risk:-Land acquisition costs and the risk that the value of acquired land changes due to market 

circumstances. 

b) Land exploitation risk:-The risks mainly related to environmental issues. 

c) Planning permit risk:-The risk that no usable planning permit is received or that this process takes longer than 

expected. This risk also applies to other municipal approvals/permits, such as commercial licenses. Whether 

or not grants are obtained is also included in this risk. 

d) Construction risk:-This regards pricing, design, quality and possible delays. 

e) Revenue risk:-There are many factors that influence revenues. These include yields, rent levels, sales price 

levels, inflation and interest rate levels, demand and supply 

f) Duration risk:-The duration is a consequence of other risks. It can impact interest costs, but can also cause 

other problems, such as claims from tenants if the agreed opening date of a shopping centre is not met. A delay 

could also mean that the project has to face adverse market circumstances. 

g) Political risk:-The risk that the project encounters problems due to a change in Government regulations, etc. 

h) Partner risk:-The risk that a partner in the project cannot meet its obligations or disagrees on the way forward. 

i) Legal risk:-This covers a broad area of topics: possible objections against changes in zoning, liability risks or 

contracts which have not been drawn up correctly. It also concerns the risk of not obtaining the required permits 

and the risks involved with buying existing companies to acquire land positions. Tax risk is also included in 

the legal risk. 
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RISK MITIGATING MEASURES AT PROJECT LEVEL 

To mitigate the above mentioned risks the following mitigations can be highlighted: 

A. Research: It is essential in assessing virtually all kinds of risks. Important  research areas will include: 

1) Forecast of yield development 

2) Allocation strategy 

3) Investor demand 

4) Occupiers and consumer demand: The research into partners (financial position    and due diligence check) is also 

included under ‘research’ and should be satisfactory. 

B. Phasing: By adequately phasing projects, the steps to be taken are smaller, with possible exits following each phase.  

C. Contracts: Many risks can be mitigated by carefully drawn up contracts. It is therefore essential that the legal department 

is involved, either directly or indirectly by instructing local lawyers. Regarding construction risk it is crucial to use 

controlled pricing mechanisms when entering into construction contracts. Therefore, it is preferred to have a fixed price 

contract to the largest possible extent. Depending on the project, flexibility might be needed to achieve the best price 

possible or to allow for tenant demands, design changes etc. All projects need also to be insured in line with insurance 

policies. Furthermore, the quality of partner agreements (clauses on the decision process and exit possibilities) need to be 

highlighted.  

D. Cost calculations: A development appraisal consists of assumptions which become more certain in the course of the project. 

The risk of surprises and wrong assumptions made during the process need to be mitigated by meticulous calculations. 

These will be made during the development process as the design will evolve toward final specifications and will have to 

take into account inflation levels, price increases as a result of increasing demand etc. Where necessary, these should be 

verified externally. 

E. Pre-lease/-sales: In order to ‘test’ the market of end-users before entering into the commitment to actual starting of 

construction of a project, a certain rate of pre-letting or pre-selling is required. It’s also the ambition to enter other major 

commitments (a.o land purchase) conditional upon these market-tests. In addition to demonstrating the market appetite 

this will reduce the amount at risk as well, since pre-leasing/selling locks in part of the revenues.  

F. Timing payments: In the case of costs it is preferred to pay as late as possible, whereas in the case of revenues it is preferred 

to receive these as early as possible. Next to the obvious advantage of lower interest costs, this strategy provides control 

in case of possible disputes, relating to for example contracts. Furthermore, it is preferable to keep the level of spending 

in the development phase to such a level that a real go/no-go decision before the start of the construction phase is still 

possible.  

 
 

CONCLUSION 

This report introduced easy guide for redevelopment of residential building. We presented information about the risks arising 

in common and also stated how to mitigate their impacts. These mitigation measures will increase the overall cost but it will 

give a substantial backing at the time of disputes / conflicts arising in future. 
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