[image: https://static.wixstatic.com/media/ec92a1_4c972de8746744d59cb78a50eff988eb%7Emv2.jpg/v1/fill/w_55,h_56,al_c,q_80,usm_2.00_1.00_0.00/ec92a1_4c972de8746744d59cb78a50eff988eb%7Emv2.jpg]PMEducation




CONTINGENCY

WHAT IT IS

The word “contingency” can refer to ‘Contingency Plan’, or ‘Contingency Reserve’.

CONTINGENCY PLAN: A plan developed in anticipation of a risk. It is to 
be executed only if predetermined trigger 
conditions arise.

CONTINGENCY RESERVE: An allowance (amount) of money, time, and  
                                            other resources to deal with the Risk, should it 
    arise.

Contingency Planning is done after you have made your best plans and estimates. Your Contingency Reserves are meant to cover known Risks, should they arise. Some of these might include:

· Unseasonable weather
· Change of exchange rate
· Unexpected site conditions

WHAT IT IS NOT

Your Contingency Reserve is not meant to be a “slush fund” to substitute for sloppy or careless work! It should not be considered “miscellaneous” nor a fund to cover items that were missed from the estimates. This is one reason why Contingencies are viewed unfavourably in some organizations.

THE BIAS

[bookmark: _GoBack]The reality is that Activities usually take longer and cost more than planned, and less often do they go faster and cost less. This is because of three built-in biases to the process of estimating:

1) Estimates usually start from a zero base so there will be errors of omission.

2) There is a natural optimism, and a pressure, to desire an earlier finish and a lower cost.

3) Genuinely there are unknowns (Risks) at the time of planning and estimating. 

Do you work for an organization that views contingencies unfavourably? Here are some suggestions:

· Show contingency plans and reserves at the end of your proposal or estimate, clearly giving reasons for approval request.
· Add contingency reserves at the Activity level for each Activity.
· Be more conservative in your estimating.

PROGRESSIVE REVIEW

As your project progresses there is usually more known about it, fewer unknowns, less that can go wrong. You can safely progressively reduce your Contingency Reserve as “risky” Activities get completed. At project completion, there are no more Risks and Contingency Reserve can be zero.
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