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the diagram shown in Figure 3.5. The risks identified in 
Step 1 are then assessed to determine the truly signifi-
cant ones that must be addressed first. For the project 
shown in Figure 3.5, notice that the risk with the high-
est probability of occurring and the biggest impact is 
believed to be Risk D—that competitors will get their 
products into the marketplace before your firm can.

3.	 Formulating Risk Mitigation Strategies

After a project’s risks that have been prioritized in terms 
of their potential impact, the team must decide what to 
do about them. There are many different ways to miti-
gate risks, but the five most basic approaches for doing 
so are as follows:

Accept the risk. Either the impact of the poten-
tial risk is minor or there is little that can be done 
about it. For example, annually the U.S. recording industry spends millions of dollars produc-
ing and promoting thousands of songs, knowing that fewer than 5% of them will be profit-
able. Yet, given that this is the nature of the industry, it is a risk recording companies accept.

Minimize the risk. Another strategy is to take reasonable steps to minimize the risk. For 
example, The Boeing Company (Chicago, IL) and Airbus SAS (Blagnac, France) both manu-
facture commercial planes. They depend on thousands of vendors for high-quality parts. One 
way both firms have sought to minimize potential quality risks across these multiple vendors 
is by creating quality teams that work with these vendors to ensure that all of the materials 
they produce for the planes pass rigorous quality standards.

Share the risk. When multiple organizations develop a project, they often share the risks 
proportionally. One type of contract that poorer, developing nations routinely sign with large 
industrial construction companies is a BOOT contract. BOOT is an acronym for Build, Own, 
Operate, Transfer. A BOOT contract requires the construction company to use its own money 
to develop the facility and ensure it is operating correctly before transferring ownership to 

AT&T failed to identify the 
potential commercial risk 
associated with launching the 
HTC Status.
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FIGURE 3.5: Risk Impact Matrix

Risk Factor

A. Loss of Lead Programmer
B. Technical Failure
C. Budget Cut
D. Competitors First to Market
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