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Overview of the Context

Uncertainty and risk analyses are used to develop estimates for Contingency

Reserve, which are funds specifically for when a project does not go exactly as
planned.
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The amount of contingency may be:
- A percentage of the estimate
- Developed by quantitative risk analysis techniques such as Monte Carlo.

Benefits of Quantitative Risk Analysis:
- Numerical estimate of the overall effect of risk on the objectives.

- Results from this analysis indicate the likelihood of success in achieving objectives
- Estimates of contingency reserves
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The Elements of a Typical Project Estimate
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Project
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Base Estimate: An assessment of the likely amount or outcome of a project cost, duration, effort, or
resource.

Uncertainty Estimate: The variance from the baseline estimate of planned work representing lack of
understanding or awareness of issues, events, paths to follow, or solutions to pursue.

Risk exposure: The aggregate measure of the potential impact of all risks, that is events that may or may not
occur, at any given point in time in a project that impact project objectives.

Contingency Reserve: Time or money allocated in the schedule or cost baseline for known uncertainties and
risks with active response strategies. UNCLASSIFIED
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Initially, the inputs of a project estimate, including a contingency reserve, are captured in
various high-level documents, including:
Requirement documents
- Technical characteristics
- Solutions requirements
- Activities Lists
- Risk Lists
- Attributes
- Resource Lists
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The Elements of a Typical Project Estimate
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Most initial estimates during the concept screening phase begin as a set of two estimates, cost
and duration, of the overall project without any granularity.
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L How do you quantify the uncertainty of an initial estimate?
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