
 



 

 

 

 

Budget added to the project cost to cover specific risks that remain after 

risk response planning, and to cover potential risks not identified in the 

plan 

 

Establishing Reserves 

 

Risks will remain after the risk management effort. These risks must be 

budgeted and accounted for in the project management planning 

process. The risks that remain are added to the project cost and are 

included in the project schedule as reserves. 

 

There can be two kinds of reserves on a project: a contingency reserve 

and a management reserve. The contingency reserve is a calculated 

amount of time and/or cost based on the specific risks that remain in the 

project after risk management. These are known risks with hard 

numbers associated with each one that measure the probability and 

impact of each risk. 

 

Contingency risk reserves can be supported and proven to 

management. 

 

Management reserves are a percentage of the total project budget 

added on to the project to account for risks not identified. It is not an 

acceptable practice to have a management reserve without a 

contingency reserve. 

 

Reserves are a required part of project management. The risk 

management process becomes advanced with the application of more 

complex techniques for identifying, assessing, and managing risk. 

Reserves 



 

 

 

The following exercise illustrates how to calculate a contingency reserve 

for a project. 

 

Exercise: 

You are planning the installation of hardware and software to support 

unified communications throughout your company. 

After your risk management efforts to eliminate and reduce risks, you 

are left with the following risks that remain on the project. How much 

reserve would be needed for time on the project? 

(For the sake of simplicity, we have only used four risk elements in this 

exercise.) 

A. A 25 percent probability of a 4day delay in receiving customer 

approval 

B. A 10 percent probability that the equipment installation will take 40 

days less than planned 

C. A 50 percent probability that two telephone desk sets will need to be 

returned for poor quality, causing a 20day delay 

D. A 30 percent probability that a certain expert will become available 

to work on the project, resulting in a 9day savings due to increased 

productivity. 
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Answer: 

Notice that some of these risks are opportunities (good things). A project 

manager needs to add time for threats (negative risks), and subtract time 

for opportunities. 

 

Good Things 

1. 10% probability that you save 40 days , i.e., 10% * 40 days = 4 days 

savings 

2. 30% probability that you save 9 days, i.e., 30% * 9 days = 3 

 

days savings 

Total Savings = 7 days Bad Things 

1. 25% probability that it will have 4 days delay ,i.e., 25% * 4 days = 1 

day delay 

2. 50% probability that it will cause 20 days delay, i.e., 50% * 20 days 

= 10 days 

Total Loss = 11 days 

 

Reserves 



Total Contingency Reserve is 11 days – 4 days = 7 days. 


